





October 26, 1944 


THE ACCOUNTING EMPHASIS IN 
PUBLIC UTILITY CONTROL 


By Will-A. Clader 


« » 


Taxation without Realization 
By Francis X. Welch 


« » 


The 'Helie’’-Hopper Is Coming 
By Robert M. Hyatt 


i. 








TT INE IR FRE 


PUBLIC UTILIEIES: REPORTS, INC. 
PUBLISHERS 











Aicea’s giant precision-testing <M Aluminum slog being given » prec 
ad matal-warkiag machine- beat treatment te a constant temperatures 


THESE joy Goveced WALLS ARE A SYMBI 


A foundation solid as only a quarter century 
of competent research can make it—a struc- 
ture of accumulated scientific knowledge 
interpreted by mature thinking—chemists, 
metallurgists and engineers with the realis- 


tic urge that “aluminum must be made to 
work harder today”—the finest of modern 
equipment. This is Aluminum Research 
Laboratories. 

This is the reason why, when the emer- 
gency of World War II threatened, research 
didn’t have to be started. It had been under 
way here for years. 

Light metal alloys had been invented 


ALCOA YU 


he 


on T.m, 


to meet practical conditions. Methods 
producing aluminum, of fabricating 
assembling it, were developed. This in 
mation was disseminated among the ce 
panies from which today’s miraculous ap 
cations of aluminum have sprung. 
Alcoa research can mean a lot to yout 
ing these wartimes and postwar. The il 
trated booklet published at the time 
the twenty-fifth anniversary of Alumin 
Research Laboratories will give you aq 
picture of their activities. For a copy, W 
AtuminuM Company OF AMERICA, 2 
Gulf Building, Pittsburgh 19, Pennsylval 


) ALUMINU 
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GOOD PRESSURE REGULATOR SAVES FUEL 


Vv 


fied by A. G. A. 
ing Laboratory. 
\," up. Descrip- 
folders supplied 
for your trade. 
for Catalog 
Prices on Barber 
sion and Ap- 
¢ Burners, and 
ors. 


i eo it is the urgent duty of every individual, every ap- 
pliance manufacturer, and every public service corpora- 
tion to assist in any way possible in the conservation of fuel. 
Gas companies are giving sound advice to consumers on 
economical methods ef operating gas appliances. Manufac- 
turers of such equipment are using every effort to attain top 
efficiency in their products. 


One effective means of promoting this program is to be 
sure that any gas-burning appliance which you sell—heating , 
equipment, water heater, kitchen range or any commercial or 
industrial appliance—is fitted when instalied with the proper 
Barber Regulator. Known for many years as an extremely 
reliable and mechanically perfected device, a Barber Regulator 
always assures finer appliance service and higher fuel econ- 
omy. Recommend Barber Regulators to your customers. 


BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland 14, Ohio 


IARBER oacssune REGULATORS 


t Burners For Warm Air Furnaces, Steam and Hot Water Boilers and Gas Appliances 
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ven where you have room only for a 
quarter turn 


® Clean, speedy 

pipe cutting—the 4 cut- 
ting wheels and_ short 
handle of this No. 42 
ea make it easy, especially 
Th is 4-Wh eel in tight places where you 


barely have space for a 


quarter turn. It’s a husky 
SicsSiib tool, well balanced, with 





strong malleable frame 
that keeps the heat-treat- 
ed special steel wheels 
always cutting true. It 
comes in two sizes: No. 
42, cavacity 1%” to 2”; 
No. 44, 24%” to 4”. For 
fast easy 

pipe cutting 
anywhere, 

ask your 
Supply 

House for 

this efficient 
4-wheel 

RIiLAID 





Regular 

Heavy-Duty Cutter 

—5 sizes to 6” 
pipe. 
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Pages with the Editors 


eye the circulation interest of PusLic 
Urtiitres ForTNIGHTLY spans the entire 
public utility industry (including gas. electric, 
transportation, communications, and sanita- 
tion), we are generally obliged to limit our 
coverage of personal notices and comments 
deaiing with leading figures in particular 
utility lines. It is precisely for the same rea- 
son, however, that we feel the passing of 
Wendell Wilikie a mg special notice in 
this publication, of which he was for many 
years a friend and faithful reader. On page 
570 of this issue, we acknowledge editorially 
the loss which all those interested in public 
utilities must feel, as the result of the sudden 
death of a vigorous statesman-leader, who 
was proud to be known as a “former public 
utiiity executive.” 


vw 
| pais War Department plans for the off- 


cial release of Army personnel made wel- 
come news ail over America. Some Congress- 
men estimate nearly 2,000,000 men will be dis- 
charged from service at the close of the Ger- 
man war and this should mean that large 
numbers of them will be soon returning to our 
labor shortage areas to contribute a much 
needed bulwark for our civilian economy. 


FRANCIS X. WELCH 


Taxation without realization is legalized 
larceny. 


(See Pace 543) 
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NEEDLESS to say, all industries, and certainly 
public utility industries, await this eagerly. 
Many of these returning veterans will be men 
whom private industry tried to keep in their 
plants as long as possible. They are the new 
generation, the hostages of America’s indus- 
trial future. They are the new executives. 
The builders of tomorrow. 


‘Wuat has private industry to offer these 
galiant young men returning and rightfully 
seeking a future of promise and relative secu- 
rity? It is too late now to talk about “plan- 
ning.” The problem of rehabilitating the vet- 
eran, reéstab ishing his confidence, is w-th us 
right now—this very moment. These plans 
should be complete and ready to set in oper- 
ation, Some preiiminary phases such as fore- 
men and supervisory indoctrination—to handie 
the special requirements of returning veterans 
—should be in operation right now. 


But mere discussion of the possibi:ity of 
reemploying the returning soldier, sailor, or 
Marine raises the question: What steps should 
public utilities take to make their employment 
seem attractive so that they will secure the best 
and competent junior man power from the 
ranks of the returning armed forces as they 
are demobiiized? It is obviously not sufficient 
to go along on the assumption that when de- 
mobilization starts there will be plenty of help 
available and management will once more be in 
a position to take its pick. That is one way to 
get help but it is certainly nct the way to get 
the best help, the keenest, the most willing, 
competent, and ambitious, 


° 


I*: goes without saying that the postwar utility 

industry will be better off if it does attract 
the keenest, most qualified, and ambitious. As 
long as the industry is assured of young blood, 
why not take the extra precartion of being 
sure that it is the best young blood? Execu- 
tives in other industries are alert to the compe- 
tition (which is bound to arise) in attracting 
the best brains of the rettirning grouns of sol- 
diers. There are plenty of glamor and promise 
in some of these industries, especially those 
such as television, electronics, and some of the 
synthetic chemical lines which are still in their 
infancy. 


THE ambitious young man, who is worth his 


salt, is naturally going to gravitate toward an, 


industry with a future as against an industry 
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Otter Tail Power Co. — Canby, Minn. 
75,000 Ibs./hr.—500 Ibs. Pressure—825°F. Temperature 
Riley Pulverized Coal Fired Steam Generating Unit 


an outstanding smaller public utility installation 


If you want to see a truly outstanding smaller boiler unit, visit the Riley installation 
at Otter Tail Power Company, Canby, Minn. Here is a unit which operates at 87.3% of 
efficiency though Riley only guaranteed 85.7%—which though having a maximum capacity 
of 75,000 pounds of steam per hour, maintains loads of 15,000 pounds with absolute ease 
and complete ignition stability—which burns Illinois coals without slagging, the ash being 
entirely granular in form. 

It is because of such completely satisfactory performance that so many public utilities 
have recently installed Riley Boiler Units. 


z Li COMPLETE STEAM GENERATING UNITS 


TOKER CORPORATION, WORCESTER, MASS. STEEL-CLAD INSULATED SETTINGS > FLUE GAS SCRUBBERS 
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with a refined and glamorous past, but whose 
future is either clouded or doubtful. The 
adventurous spirit of youth is reflected in a 
recent survey described in The New York 
Times, which had been taken among young 
American soldiers in the foreign expeditionary 
forces, The question asked was whether they 
were anxious to return to their old jobs. It is 
really not surprising, when we examine the 
underlying reasons, to learn that a bare ma- 
jority of these young soldiers said that they 
had no desire or intention of returning to their 
old jobs in private civilian life. They said 
they were going to look around for something 
better. 


TuHIs does not mean, as, some leftwingers 
would like to have us believe, that the free en- 
terprise svstem of prewar America had done a 
bad job. The majority of these soldiers were 
less than twenty-five years old. A maiority 
of that group had probably experienced only 
a few years of civilian employment after they 
left school—those who had actually left 
school. Such employment was naturally ex- 
perienced under abnormal conditions, which 
began in this country as early as 1939 in 
preparation for the war. Further, in the first 
employment years of necessarily low earning 
power, starting at the bottom of the ladder, 
the old job roots have not grown very deep. 


In other words, the smart, aggressive young 
feliow who would ordinarily have gravitated 
naturally toward a salesman’s job was turned 
loose in a world where there was little to sell. 
But big money was to be made in a war plant. 
Small wonder that he seeks a job more suited 


to his personality and temperament—and in a 


normal peacetime America, he will probably 
find one. 


* 


Su. industries have naturally reached ma- 
turity. Some have lost their pep and 
promise for best of the younger element. Such 
industries will have to be content with the left 
overs. Other industries are clouded by condi- 
tions beyond their control. Still other indus- 
tries may not be making the best use of some 
economic cosmetics which could be employed 
to put quite a glamorous appearance on their 
business when Johnnie comes marching home 
again. Is the utility industry going to be found 
in such company? 


WHEN the engineering cadets of the gas, 
electric, and telephone industries in 1917 came 
back from their AEF duties in France, they 
were a peppy bunch indeed. They could just 
sense big things to be done in their own indus- 
try—plenty of money to be made—unlimited 
fields for expansion. And these same cadets 
who are the public utility executives of today, 
have they lost some of that pep? Have they, in 
their files, a picture to show their returning 
sons and neighbors’ sons, just as bright, just 
as promising, if brought up to date? 

It goes without saying, the opportunity is 


present for each andevery public utility indus-. 


try to draw such a picture, It simpiy requires 
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a little concentrated thought and imagina- 
tion. If the bright young man returning from 
war sees such a bright picture of the electric, 
telephone, gas, and transit industries, he will 
join up without hesitation. But if the present 
utility management greets the returning young 
man with a picture of the same old business, 
conducted in the same old way as it has been 
for the last quarter of a century, it is not 
going to offer much incentive to the really 
smart and up-and-coming fvture veterans of 
World War II. They are going to pass by the 
utility industries’ door. They are going to walk 
up the street to a place of business that has a 
more inviting shingle hanging out. 


a 


ILL-A. CLADER,, whose article on the ac- 

counting emphasis in public utility con- 
trol opens this issue, is a nationally known cer- 
tified public accountant of New York city. He 
started his apprenticeship with the old United 
Gas Improvement Company of Philadelphia on 
New England railway properties in 1902. After 
an interim of experience with the Panama Ca- 
nal Commission, CLADER continued his public 
utility auditing career in Tennessee in 1907, 
and became a certified public accountant in 
Delaware in 1914 (since certified in Pennsyl- 
vania and New York). During more than his 
three decades of accounting operations, CLADER 
has traveled extensively throughout the 
United States and possessions auditing var- 
ious types of utility p-operties and installing 
accounting classifications which comply with 
regulatory requirements. He is aiso engaged 
extensively in other industrial accounting, as 
well as miscellaneous accounting practice. He 
is a member of very many professional ac- 
counting organizations and has served as 
president of the Pennsylvania and Delaware 
society and as vice president of the American 
Institute of Accountants. His articles and ad- 
dresses on the subject have appeared in numer- 
ous professional pubiications, 


¥ 


BERT M. Hyatt, another new contributor 
R’ to this issue, is a professional writer resi- 
dent in Hollywood, California. For: the past 
year he has been editor of technical publica- 
tions for Lockheed engineering department. 


¥ 


B* coincidence we find ourselves without 
photographs of either of our two outside 
contributors and so just for a change and in 
response to some requests, we present here- 
with a member of our own editorial staff 
whose artic'e on utility taxation begins on 
page 543. He is our managing editor, FRANCIS 
X. WELCH, 


THE next number of this magazine will be 
out November 9th. 
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FIGURE 
FACTORY 


In the forging of figures which go into reports 
for the guidance of top management, there’s no 
accounting instrument to equal the Alphabetical 
Tabulator. 

Mass production? There’s no other way to get a 
hundred lines of accounting information every 
minute, hour after hour—each line with as many 
as a hundred figures on it. 

Understandable reports? There’s no other way 
to get English wherever you want it — words 
that need no de-coding — words anywhere you 
want them on the report. 

Versatile output? There’s no simpler way to get 
a wide number of different management reports 
and accounting records, automatically, from one 
machine. 

This unequalled “figure factory” serves top ex- 
ecutives by the thousand, in business, in the Army 
and Navy, in government. It can serve you, too, 
through its proven ability to save manpower — 
by helping smooth the flow of materials, by 
speeding payroll production, by keeping inven- 
tories tuned to current needs. 

Get the whole story, won’t you? Just call the 
nearest Remington Rand office, or write us at 
New York 10, New York. 


PUNCHES SORTERS 


TABULATORS 


MULTIPLIERS 


INTERPRETERS 


INTER-FILERS 
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Various regulatory rulings by courts and commissions reported in full. text, 
pages 65-128, from 55 PUR(NS) 
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VULCAN: ENGINEERED SOOT BLOWER INSTALLATIONS 
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One 300,000 Yb. per yer Foi ‘Wheeler Boiler “ 

an Eastern Centre! Station. operating. ‘at 1350 per. : 

at 960° F. Soot Blowers operate from the saturated. : 

drum at 1350 Ibo through en automatic pressure 

control supply valve which varies the pressure up to 

“full: boiler pressure ax desired. Soot blower heads 

.are power driven VULcomatic Model E-1 {page 7). 
' controfied from remote panel. Unit No. | is_duplex “a 
“2 full avtometic retractable element effectively cleans 5 

ing not only the slag screen and superheater but the « ° 1 

\ side walls: = “feof. the: Soot Rasen: bleits. Pret 


The new VULCAN catalog fully describing VULCAN equipment appears in the 
1944 Sweets, and a copy is available on your request. 


VULCAN SOOT BLOWER CORPORATION, DU BOIS, PENNA. 
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Remarkable Remarks 


“There never was in the world. two opinions alike.” 
—MONTAIGNE 

















Joun S, Dickey - “Anyone who sees American foreign policy as a sim- 
Director of public information, ple thing, just doesn’t see 'it.” 
State Department. 
ee 


C. E. Cuitp “There should be no sectionalism, no partisanship, no 
Member, Transportation Board of strife between big shippers and small, or between rail- 
Investigation and Research. roads and shippers or between railroads and other car- 
riers, in the determination of a sound transportation pol- 
icy for our country.” 

> 
CHESTER BOWLES “The essential role of government in our economie fu- 
OPA Administrator. ture, backed by the will of all our people, must be to un- 
derwrite a high level of business activity and thereby tw 
release the full energies of all our people under the demo- 

cratic free enterprise system.” 


a 


Eric A, JOHNSTON “America is in grave danger of a controlled economy 


President, U. S. Chamber of after the war. There will be pressures from outside and 
Commerce. ; from inside to destroy the competitive system. However, 
Americans well grounded in liberty of the individual 
will not readily embrace regimentation unless driven to it 

by wholesale unemployment.” 


sd 


Ear” WARREN “It is the purpose of this [Republican National] con- 
Governor of California. vention to put the public welfare above private self-in- 
terest; to put the nation above the party; to put the prog- 
ress of the whole American community above special 
privilege for any part of it; to put indispensable prin- 
ciples—once and for all—above indispensable men.” 
» 
Rosert A. TAFT “The ultimate purpose of our foreign policy is not to * 
U. S. Senator from Ohio. bring peace into the world, but to secure our own free- 
dom by preventing the rise of an aggressor who will 
cause ariother world war’ into. which we may be drawn. 
World peace is a means to'that end. We are interested in 
world peace because world war threatens our own se- 
curity.” 
> 
Joun A. DANAHER ‘,.. if we are to attempt to do justice in the peace to 
U. S. Senator from Connecticut. come among the peoples of the world, we very properiy 
might. begin to try to do justice among our own people. ~ 
Certainly, there has been discrimination on a racial basis; 
there has been discrimination on the basis of ¢teed “and 
national origin or ancestry right here in the United States 
of America.” 


‘ 


ee ae i Selpnemee ohne ae -_—— 
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Tarawa... Kwajalein ... Biak ... Saipan... Guam—the 
roll call is long of the island strongholds that have reeled 
under the powerful punches of American naval task forces, 
driving relentlessly toward the Philippines, the China Sea, the 
Asiatic mainland and Japan, 


This crushing naval power ranges far because it takes its 
bases with it . . ..a triumphant achievement of farsighted 
planning, building, equipping and supplying. 


A traveling base is made up of fleets of supply ships, cargo 
ships, tankers, ammunition ships, transports, hospital ships, 
repair ships and other auxiliary craft in support of the fighting 
fleet. Traveling bases make modern task forces self-contained, 
fit for weeks of action in vast stretches of sea without turning 
back to friendly ports. 

Maintaining this huge, complicated naval organization in- 
volves statistical, figuring and accounting work that never 
ends, Burroughs machines help here, as in hundreds of other 
wartime operations, performing important calculations, pro- 
ducing vital records. 


BURROUGHS ADDING MACHINE COMPANY e DETROIT 32 


Burroughs 


FIGURING, ACCOUNTING AND STATISTICAL MACHINES e NATIONWIDE MAINTENANCE SERVICE e BUSINESS MACHINE SUPPLIES 
RS EASA SSTRS SEER ane NS er ner nar SPSS SRS Tuite CR a RA 
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NORDEN BOMBSIGHTS — Years 
of experience in precision manu- 
facturing are enabling Burroughs 
to produce and deliver the famous 
Norden bombsight—one of the 
most precise instruments used in 
modern warfare. 


ee a 


FIGURING AND ACCOUNTING 


MACHINES are also being pro- 
duced by Burroughs for the Army, 
Navy, U. S. Government, Lend- 
Lease and business enterprises 
whose needs are approved by the 
War Production Board. 
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DonaLp M, NELSON 
Former chairman, War Production 
Board. 


Mires F. HOLtisTER 
Economist and business executive. 


Roy O. WoopruFF 
U. S. Representative from 
Michigan. 


OswaLp Ryan 
Member, Civil Aeronautics Board. 


Excerpt from annual report, 
Senate Truman Committee. 
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“T think it is a bad mistake for any American, regard- 
less of his party politics, to heap contempt on a con- 
stitutional American government. Naturally, we have to 
guard against possible abuses’ of the public interest by 
any group of officials. But I tell you plainly, that when- 
ever a leader of opinion breeds contempt for representa- 
tive government in the minds of the people, then, whether 
he intends it or not, he is inviting chaos in this country,” 


* 


“Today, now, we are standing face to face with the 
largest question mark we have ever known. Can we with- 
stand the impact of revolution or shall we, in turn, yield 
to state socialism and dictatorship? Can we save de- 
mocracy? This is the most vital question facing American 
civilization. It is the most vital question facing each of 
us. It involves everything that we have built through 
a lifetime of effort. In short, we are in a hell of a fix 
and we had better do something about it.” 


¥ 


“The [Arabian oil] project does definitely put the 
government into the oil business. It is a big step forward 
toward government-owned, government-controlled, and 
government-regimented industry, and toward a national 
economy based on Marxistic economic principles. These 
principles, which so effectively have enslaved the Old 
World, we propose to keep off our shores, This is still 
America, and it is to preserve this America that we went 
to war—not to fall victims ourselves to the ills of dying 
Europe.” 

BS 


“T submit that air transportation is a national problem 
and requires a single unified national ‘regulation. And I 
predict that if this new transportation is to be subjected 
to the varying regulations of forty-nine different govern- 
ments, we shall not be able to achieve that air transport 
development in the future which this war has proved to be 
so essential to our national security. For the economic 
burdens which might be expected from such multiple 
regulation could be so great as to effectively prevent the 
essential progress of this important public service in- 
dustry.” 

@ 


“Experience has taught us that our country will 
flourish best when least hampered by government control. 
Some policing, of course, is necessary. The frauds and 
business excesses of the last Twenties estabiished that. 
But it would be wrong to approach the subject from the 
viewpoint of attempting to impose on American indus- 
try and labor an over-all plan with complex rules and 
regulations. Even in wartime, it was the flow of private 
initiative that made possible the success of the war pro- 
gram. This flow must be encouraged in the future. It is 
the job of government to devise rules of the road, but 
not to tell the driver where he must travel.” 
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METAL ENCLOSED 
BUS—Eniminates 


Interphase Shorts. 
Gasketed covers are housings only, ; : 
—take nene ef the stress. Expensive equipment investments may now be safe-guarded 
from interphase shorts often due to dust pocket flashovers 





All stresses taken by mounting & 


frame with insulators in compres- 
sion loading under all conditions. 


Installation and adjustment made 
before covers are put on. in congested areas where buses are exposed, or due to 


Housing covers can be removed = support structure failure. Here is a new outstanding design 
easily for inspection. consistent in cost with any type of bus structure. 


RAILWAY ano INDUSTRIAL ENGINEERING CO. 
PA. ....« in Canada, EASTERN POWER DEVICES, Ltd., TORONTO 
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In service 98% 


provide graphic evidence of the fine operating record of a C-E Steam 
Generating Unit in the Cumberland. Md. plant of The Potomac Edison 
Company. This unit is designed to produce, at maximum continuous 
capacity, 312,000 Ib of steam per hr at 840 psi and 830 F. 
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CE PRODUCTS INCLUDE ALL TYPES OF BOILERS, FURNACES, POLVERIZED FUEL SYSTEMS ANB STONERS; ALSO SUPERNEATERS, ECONOMIZERS ANG AIR NEATERS 
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TOTAL USE FACTOR 98.2% 


During the three vital war years 1941, 1942 and 1943 this unit was actually 
on the line, 24 hours a day, 7 days a week for 98.2% of the entire period. If 
the brief scheduled outages for general inspection are excepted, the outage — 
forced outage — is about 1% for = three year period. 


5% YEAR USE FACTOR 95.5% 


The unit was first placed in service in June, 1938. From that time until the end 
of 1943, a period of 5% years, the unit was in service 95.5% of all the time. 


#\&= COMBUSTION ENGINEERING { 


200 MADISON AVENUE NEW YORK 16, N.Y. 


———— - 
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THE LAWS OF PHYSICS NEVER CHANGE| 


A falling apple brought forth Newton's Law of Gravity. He 
interpreted the principle. Likewise, a sticking plug valve 
caused Nordstrom to invent the lubricated plug valve, util 
izing Pascal's pressure principle. Nordstrom revolutionized 
the use of a plug valve by introducing pressure lubricant to 
seal the parts and make the plug easy to turn. Thus he took 
the oldest of valve principles, applied modern engineering 
and gave industry a valve suitable for highest pressures and 


temperatures. 


NORDSTROM VALVES 


MERCO NORDSTROM VALVE COMPANY 
A Subsidiary of Pittsburgh Equitable Meter Co. 
Main Offices: 400 Lexington Ave., Pittsburgh 8, Pa. Branches: 


Atlanta, Boston, Buffalo, Brooklyn, Chicago, Houston, Kansss 
City, Los Angeles, New York City, Oakland, San Francisco, 


Seattle, Tulsa. 
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The paper shortage threatens to become worse. 
Our government for the good of all is calling 
upon everyone to reduce the use of paper. It’s 
true that paper work of business is heavier than 
ever but there is a practical way for business 
to conserve paper by making each piecc of 
paper stretch farther . . . and at the same time 
do it profitably by simplifying office opera- 
tions, to save time, lighten labor, and conserve 
manpower. 


Mulltilith Duplicator Mode! 1250 
Maltilith Models from $395 to $3,725 
Multigraph Models from $150 to $2,035 


Multilith Systemat Duplicating 


is an Answer to the Problem of 


Conserving Paper 


a Systemat is a new development that opens 
up scores of ways of fitting Multilith duplicating 
methods into paper work of all departments of busi- 
ness and industry, to bring about astonishing results 
in time-saving, in elimination of waste of materials 
and motion, and in accelerating operations. A Sys- 
temat is a master sheet.that comes to you with con- 
stant information or format preprinted upon it in 


Multilith Systemat sms 
Saves Paper By 


1. Reducing Stationery Inventories 
2. Eliminating Obsolescence of Forms 
3. Reducing Needs for Printed Forms 


4. Permitting Consolidation of Several Forms 
Into a Single Form 


5. Avoiding Wasteful ‘‘Over-Runs” 
6. Maintaining Legibility 
7. Preventing “Copying” Errors 
8. Utilizing Both Sides of Paper 
9. Using most Paper Stocks 
10, Dispensing with Carbon Sheets 


Multilth. Syetemat ahd Multigraph are Registered T:ade-warks of 


reproducing ink. Then variable data—words, char- 
acters, charts, and figures are written or typed in. 
The Systemat master goes onto the Multilith 
machine to produce required facsimiles, each one 
an original, in legible, permanent black-on-white. 


Wherever repetitive operations are part of your 
methods, there is undoubtedly a place for Systemats 
to effect savings. 


Let a Multigraph representative demonstrate how 
Systemats work and show you how they are revolu- 
tionizing paper work routines for purchasing, ac- 
counting, job orders, shipping, etc., etc. Write the 
Research and Methods Dept. of Addressograph- 
Multigraph Corporation—Cleveland 17. Sales agen- 
cies with service and supply departments in prin- 


cipal cities of the world. ak 
TRAOE-MAae RES OTe 


SIMPLIFIED BUSINESS 7 


Mottiensh 
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SIGNAL CORPS PHOTO 


When Civilian Supplies Were Essential 


UNIS FELL May 7, 1943. Newspapers said: 

“Hysterically happy inhabitants by tens of 
thousands welcomed the allied armies. Heedless 
of danger, French and native populations liter- 
ally danced with joy.” 

But joy doesn’t last without food and other 
necessities. Prompt distribution of supplies to 
civilians was essential at Tunis to keep order and 
assure security. The photograph above shows an 
International Truck at work on this important 
job. 

International Trucks are at work on fighting 
fronts and in liberated areas virtually every- 
where. There, too, former Harvester men are 


driving and servicing the trucks they once 


_ helped build. They drive with confidence and 


do service jobs with pride. They have reason. 
They had a share in making these sturdy 
Internationals. 


International Trucks are rugged. Their stam- 
ina and dependability at war and at home 
explain why—in the ten years before the war— 
more heavy-duty International Trucks were 
sold than any other make. 


INTERNATIONAL HARVESTER COMPANY 
180 North Michigan Avenue Chicago 1, Illinois 


INTERNATIONAL Tracks 


New Trucks—Now ! The government has authorized 
the manufacture of a limited quantity of tracks for 
essential civilian hauling. International is building 


HARVESTER 
them in medium-duty and heavy-duty sizes. See yout 
International Dealer or Branch now and get valu- 
able help in making out your application. Don’tdelay! 
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EGRY cha Writing” 
LB 


USINESS SYSTEMS 
HELP MEET THE LABOR SHORTAGE 


The shortage of «,pists and other office help i 
being met successfully through the use of Egry 
Business Systems. 











= 





EGRY CONTINUOUS Forms increase t 
of operators by 50% and more because tl 
mate many time-consuming operations. | 
with or without interleaved one-time car 





EGRY SPEED-FEED may be attached to any stand- 
ard make opener in One minute, and with Egry 
orm: 


C d 
co—eakes Gas maciine Goths wack oftoae Whether your records are 


written on the typewriter, 
billing machine, or by hand, 
there is an Egry System for every 
departmental activity. Egry Busi- 
ness Systems save time, money 
ul handweiten records, Assures Contrl over every and materials, and afford com- 
emp inom oes plete control over every recorded 
transaction. To fully appreciate 
their usefulness, you should see 
them in action right in your own 
office. Free demonstrations may 
be arranged at your convenience. 
Complete information on re- 
ERY Ae ee ee ee quest. There is no cost or obli- 
bond ,medjetred, with carina, tba, gation. Address Dept. F-1026. 
the voeunaes or when written by hand. 


THE EGRY REGISTER COMPANY -« “Dayton, Ohio 
EGRY CONTINUOUS FORMS LIMITED, King and Dufferin Sts., Toronto, Ontario, Canada. 
Bry maintains sales agencies in all principal cities 
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A transformer blaze must be stopped in a very few 
seconds — before spreading flames and explosions wreck 
the entire installation. That’s why so many utilities 
protect oil-filled equipment with a... 


October 26, 1944 





GRINNELL MULSIFYRE SYSTEM 


Mulsifyre Systems operate on the princi- 
ple of emulsifying blazing oil with a driving 
spray of water. The oil is turned into a 
liquid which is incapable of burning. A 
Mulsifyre System extinguishes fire in a few 
seconds and prevents reignition. 

Complete separation of water and oil takes 
place in a few hours...leaves oil undamaged. 

There is absolutely no conductivity along 
the discharge of a Mulsifyre projector when 


ee 3 
bets 
r 


spray strikes conductors carrying high 
voltages. 

Mulsifyre Systems are permanently in- 
stalled...they operate automatically or 
manually. ; 

Recommended by Underwriters’ Labora- 
tories for use in extinguishing fires in flam- 
mable oils immiscible with water, wherever 
such oil is a fire hazard ... in transformers 
and other oil-filled electrical equipment. 


he: INVESTIGATE this simple, sure oil 


fire protection. Write for Data Book 
by Underwriters’ Laboratories. 
Grinnell Company, Inc., 
Executive Offices, 
Providence 1, Rhode Island. 
Branch offices in principal cities. 
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MORED CABLE - RUBBER POWER CABLES : VARNISHED CAMBRIC CABLES 


CRESFLEX 


NON-METALLIC SHEATHED CABLE 





FACTORY ASSEMBLED 
AND TESTED 


SERVICE ENTRANCE CAB : 











EASILY INSTALLED 
AT LOWEST COST 








TOUGH 
PAPER ARMOR 











WEATHERPROOF 
FLAME - RETARDING 
JACKET 





* CRESFLEX NON-METALLIC SHEATHED CABLE - 





PARTICULARLY 
SUITED FOR WIRING 
FARM BUILDINGS, 
WAR - HOUSING 








CRESCENT INSULATED WIRE & CABLE CO. 


TRENTON, N. J. 
BUILDING WIRE - IMPERIAL NEOPRENE JACKETED PORTABLE CABLE 


(eee 
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WELDING CABLES 
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CLEVELANDS built-in adaptability to meet the many varied 
field conditions enable them to handle the toughest ditching jobs 
on the roughest going and in the tightest spots. 


Some of the reasons why Clevelands come through under the most 
adverse conditions are:— 


1. Their correct, compact, time - tested, clean cut, wheel-type design. 


2 Superior construction, modern engineering and mechanical excellence 
= — ena and ruggedness with the elimination of excess weight 
c; and bu 


3 Extreme ease of operation and maneuverability because of broad 
® full crawler mounting. 


The quickly reversible Arc Conveyor permitting the throwi f dirt 
4. pang er side of the ditch at dodeed pian. ee ee 


A multiplicity of digging and traction speeds always available to oper- 
5 ator, pearnt him to cut at maximum speeds for the work at hand. 


6. Ample power to carry through in any soil and over the toughest terrain. 


These are some of the reasons why CLEVELANDS have been preferred équipment for the digging of 
hundreds of miles of pipe line ditch and why they cre in use today oo ee aienyalaaial 
projects. 


LAIR AVE ee ft Snr Trenche LEVELAN ’ H Y 


Yor THE CLEVELAND TRENCHER COMPANY = 
NV 2 / 
sa ¢ 


LEVELANDS’ Save More...Because they Do More 
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Save to Win 


with these four simple rules 


of battery care: 


Keep adding approved water at 
regular intervals. Most local water 
is safe. Ask us if yours is safe. 


Keep the top of the battery and 
battery container clean and dry at 
all times. This will assure maximum 
protection of the inner parts. __ 


Keep the battery fully charged— 
but avoid excessive over-charge. 
A storage battery will last longer 
when charged at its proper voltage. 


Record water additions, voltage, 
and gravity readings. Don't trust 
your memory. Write down a com- 
plete record of your battery's life 
history. Compare readings. 


lf you wish more detailed information, or 
have a special battery maintenance prob- 


lem, 


don't hesitate to write to Exide. 


We want you to get the long-life built 
into every Exide Battery. Ask for booklet 


Form 


— Exide — 


CHLORIDE 
BATTERIES 





...is a vital principle 
of utility operation! 


Conservation of materials is no new story 
to the men who operate public utilities. 
With thrift and efficiency they have always 
planned for conservation. 


They’ve squeezed the last ounce of use 
out of materials and equipment in their 
care . . . and today, that need is intensified. 


One helpful principle to follow is that of 
“Buy to Last—Save to Win.” Buy quality 
products and equipment, then care for it to 
avoid needless replacement. That conserves 
taw materials, labor, and space in factories. 
It frees these- productive elements for essen- 
tial war production. 


THE ELECTRIC STORAGE BATTERY CO. 
Philadelphia 


Exide Batteries of Canada, Limited, Toronto 
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TIME TO LOOK AHEAD 


Keep an eye on the events and opportunities on the horizon. Postwar plan- 
ning is now becoming more intensified as the war proceeds in the direction 
of “V Day.” 

Automatic heat, particularly oil burning equipment, has been drastically 
curtailed due to war requirements and will again assume its preeminent 
place of importance. New developments are to be expected. 

Look for oil burners equipped with the Mercoid Visaflame (Light Actuated) 
Control System. Remember to compare these burners with others, not for- 
getting the background of control experience. Note that the Visaflame has 
about seven years of successful performance to its credit. 


TESTED IN THE LABORATORY 
OF EXPERIENCE 


POSS SESS SESS SSS SSS SSHSHSHSESTETE SS HSSSSTSTSOHSSEASESHSSSSSESHEESESEEES 


THE MERCOID CORPORATION - 4219 BELMONT AVENUE: CHICAGO: 41: ILLINOIS 
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TRANSMISSION 
LINE ERECTION 








/ hroughout the country our trained men 


are ready to help you meet today’s unprecedented 

demand for power. In the erection or maintenance 

$ / E R of transmission lines . . . regardless of distance or 
EERING CO. terrain ... Hoosier experience and special equipment 


guarantees efficient and economical service. 


COLUMBUS, OnIO 
NEW YORK = CHICAGO ERECTION and MAINTENANCE OF TRANSMISSION LINES 





—— 
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ENGINEERIWG TRAIL 


SUPERHEAT CONTROL 


in Twin Furnaces 


® Final steam temperature is determined by 
rate at which superheater furnace is fired and, 
therefore, steam temperature can be kept con- 
stant or varied at will independent of the 
quantity of steam produced, rapidity and width 
of load swings, changes in feedwater tempera- 
ture or influence of other factors. 


The use of the combination radiant and con- ey NATTY a Se By p 
vection superheater gives an additional tem- ; h your 
perature control which simplifies operation, | Demmore ac 
i.e., with increasing load the superheat in- apPparat 
creases on convection section and decreases on hi 
radiant section. By proper proportioning of : i 
the radiant and convection sections, superheat Ae 
can be held virtually constant from 40% to | i edinati: 
100% normal load. Below 40% of load, super- : | | ? ian offe 
heat can still be kept constant by firing super- : x € anger 
heater furnace slightly harder than boiler rm Ay | ely fe 


furnace. Gener 
ograrr 


Take 
en : 
ecifiec 
to c 


FOSTER WHEELER CORPORATION ther 
165 BROADWAY, NEW YORK 6, N. Y. 


W FOSTER WHEELER 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 








betober 26, 1944 Public Utilities Fortnightly 





| OY 
rie i redictable 


INVESTMENT 


ase Your Planning on STANDARD UNITS 


By planning to use standard products can be made possible only by your co- 
l your new construction, you can make operation—will enable us to extend the_ 
hore accurate cost estimates. Once power advantages of accurately predictable. in- 
pparatus is “‘packaged,”’ it can be priced vestment cost to almost all heavy power 
ind delivered on the same definite basisasa apparatus. General Electric Company, 
atthour meter, a motor, or a refrigerator. Schenectady 5, N. Y. 

By carefully studying the requirements 

innumerable customers, and by co- 
dinating our manufacturing facilities, we 

offer at a saving to you thousands of into position, make 
frangements and ratings but using rela- the necessary con- 

ely few different parts. This is the heart rap ser pane 
General Electric’s repetitive manufacture 
ogram. 

Take unit substations, for example. 

en standard types and ratings are 
ecified, we can inform you immediately 
§ to costs and delivery’ schedules. And 
irther standardization progress—which Buy all the BONDS you can—and keep all you buy 


Slide the factory- 
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Can Take lef 


Climatic conditions, under which various communi- 
cations equipments are operated, vary from the 
sub-zero temperatures of the northernmost climates 
to the tropical temperatures encountered at the 


equator. Conditions of humidity cover the extreme 
range; from the dry arid regions of the many 


deserts, to the almost 100% humidity in tropical 
and sub-tropical. atolls. 


It has been the problem of Sangamo engineers to 
design and produce capacitors that perform faith- 
fully under these varying conditions, and so assure 
vitally needed communications at all times. 


The wide variety of capacitors illustrated insures 
the availability of the proper unit for almost any 
mica capacitor requirement. 


SANGAMO ELECTRIC 


COMPANY 
SPRINGFIELD, ILLINOIS 
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SAVE 50% 
IN TIME AND MONEY WITH 











THE ONE-STEP METHOD 


OF BILL ANALYSIS 











HAT effect is the war production program having on your bill dis 
tribution? Analysis of customer usage data will provide the answer to 
this important question. In addition to a knowledge of the existing situation, 
certain trends may be disclosed, a knowledge of which may be of considerable 
importance to you under circumstances where the picture is rapidly changing 


The One Step Method of Bill Analysis is ideally suited to meet the needs 
of this problem. It does away with the necessity for temporarily acquiring, 
training and supervising a large clerical force. Our experienced staff plus our 
specially designed Bill Frequency Analyzer machines can turn out the job in 
a few days and at the cost of only a small fraction of a cent per item. 

We will be glad to tell you more in detail about this accurate, rapid and 
economical method for obtaining a picture of your customer usage situation. 
Write for a copy of the booklet “The One Step Method of Bill Analysis.” 


Recording & Statistical Corporation 
Utilities Divisioa 


102 Maiden Lane, New York, N. Y. 
Boston Chicage Detrolt Moatreal Toroate 
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of three large self- 
nning strainers for 
ing cooling water, 
a central station, 


cleaning strainers in a hydro 
plant. They protect fire pumps, 
transformer cooling and gen- 
erator cooling coils. 


Service water clears itself in 


ELLIOT 


SELF CLEANIN( 
STRAINER: 


Without attention beyond occasional super- 
vision, this unit will strain incoming water, 
remove and eject abrasive or other foreign 
matter, and deliver clear water for service use. 


The straining process is continuous. A 
geared motor slowly rotates a sealing box 
which blocks off each straining section in turn. 
Back-flow of water then flushes the isolated 
straining section, driving the entrained impuri- 
ties out through the bottom of the unit, and the 
cleared section again takes up its straining job. 


The only bearing exposed to grit-laden 
water is the lower bearing of the rotating ele- 
ment. This is a cutless rubber bearing, immune 
to damage and easily replaceable should it 
become necessary. Elliott self-cleaning strain- 
ers serve many utilities especially where large 
quantities of relatively fine dirt must be 
removed. 


Where manual cleaning is permissible, Elliott 
twin strainers will also give non-stop service, 
one cylinder always being in operation while 
the other is shut down for removal and dump- 
ing of the strainer basket. 


Use our wide experience in meeting your straining 
needs. Talk it over with the Elliott man. 


ELLIOTT COMPANY 
Accessories Department 
JEANNETTE, PA. 
DISTRICT OFFICES IN PRINCIPAL CITIES 
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Due to wartime travel restriction, conventions listed are subject to cancellation. 
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q Virginia Independent Telephone Asso. starts meeting, Roanoke, Va., 194 
¥ American Water Works Asso., W. V. Sec., convenes, Parkersburg, W. Aa ” 1944. 





q Edison Electric Institute, Rate Research Committee, concludes 3-day mecting, Phila- 
delphia, Pa., 1944, 





Q Pacific Coast Electrical yet Northern Section, will hold conference, San 
Francisco, Cal, Nov. 9, 194 





bt age eg oe Exchange will hold advertising and sales conference, Atlanta, 
a., Nov. 9, 1944 





{ American Institute of Mining Engineers and American Society of Mechanical Engi- 
neers open joint fuels conference, Charleston, W. 44. 





{ Alabama ee Telephone Association will hold meeting, Montgomery, Ala., 
Nov, 13, 14, 





e NovEMBER 2 
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q North Carolina ae tag Telephone Association will convene, Southern Pines, 
N. C., Nov. 13, 14, 1944. 





¥ American Water Works Association, New Jersey Section, opens meeting, Atlantic 
City, N. 4. 





{ Midwest Industrial Gas Council convenes, Chicago, Ill., 1944. 





q iene Association of Railroad and Utilities Commissioners ‘will hold meeting, 
Nov. 14-17, 1944. 





{ Great Lakes Power Club will hold fall meeting, Chicago, Ill., Nov. 17, 1944, 





q aw Telephone Association will hold conference, Kansas City, Mo., Nov. 21, 22, 





G American Society 7 oe Engineers will hold annual meeting, New York, 
N. Y., Nov. 27-30, 





7 fore Water Works Association, Four States Section, starts meeting, Philadelphia, 
a., e 
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Courtesy, N. W. Ayer & Son, Inc. Louis H. Dreyer 


Memorial to Samuel F. B. Morse 


This bronze memorial was dedicated to Samuel Morse, inventor of the tele- 
graph, at a ceremony held in the U. S. Capitol, May 24, 1944, the one- 
hundredth anniversary of Morse’s first telegram, “What Hath 
God Wrought!” The plaque was placed near the spot 
in the Capitol’s law library where Morse sat 
as he tapped out his historic message 
over the first telegraph line. 
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The Accounting Emphasis in 


Public Utility Control 


The Federal Power Commission by its bookkeeping 
requirements has, in the opinion of the author, made 


a work. “Regulation of rates,’ 


’ he declares, 


“is no longer a failure.” 
By WILL-A. CLADER 


T HE June, 1944, Journal of Ac- 


countancy contains an article by 

Professor William A. Paton en- 
titled “Accounting Policies of the Fed- 
eral Power Commission—A Critique.” 
As shown in the editorial comment 
preceding the article, it questions the 
interpretation of the system of ac- 
counts prescribed by regulatory bodies 
and its purposes by Charles W. Smith, 
the chief of the Federal Power Com- 
mission’s bureau of accounts, Fi- 
nance, and rates, in his testimony on 
behalf of the department of public 


531 


utilities of the state of Arkansas in the 
recent general investigation, on motion 
of the said department, of the electric 
operations of Arkansas Power & Light 
Company. 

In the same proceeding Professor 
Paton testified on behalf of the utility. 
Mr. Smith’s testimony was given in 
rebuttal to Mr. Paton’s testimony. No 
sur-rebuttal testimony by Mr. Paton 
was offered by the utility. 

At the time of the publication of the 
article, the result of the proceeding was 
still pending. Since then the findings 
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and order in the said matter have been 
issued, dated June 24, 1944.’ It dis- 
closes that the course of the Arkansas 
utility regulatory body and its orders 
in the matter have resulted in cumula- 
tive savings to the public of $5,687,429. 
The order required a reduction of 
$975,000 in the gross revenues of the 
company. 

The regulatory body held “that it has 
jurisdiction to prescribe the manner in 
which the respondent keeps its books, 
accounts, and records, and that the 
books, records, and accounts so pre- 
scribed by this department shall be the 
official corporate accounts and records 
of the company.” This power was sus- 
tained by the Arkansas Supreme 
Court.* 


N this proceeding the company was 
directed to show cause (a) why the 
original cost of its electric property, 
less accrued depreciation, should not be 
established as its electric rate base, 
(b) why its books and accounts should 
not be adjusted to conform to the de- 
partment’s Uniform System of Ac- 
counts, (c) why the company should 
not be required to write out of its ac- 
counts amounts which do not reflect ac- 
tual value, and (d) why any rate re- 
duction which might be found by the 
evidence should not be made effective 
as of January 1, 1943. 

The company denied in its response 
that the original cost of its electric 
property, less accrued depreciation, 
represents the fair value of its property,. 
and contended that it should not be es- 
tablished as the rate base. It alleged that 
all items are carried in its books at not 


155 PUR(NS) 129. 

2 Department of Public Utilities v. Arkansas 
Louisiana Gas Co, (1940) 200 Ark 983, 36 
PUR(NS) 41. 
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less than the present fair value and that 
the department is without power to re- 
quire the company to write any 
amounts out of its books. 

The proceedings were primarily a 
rate case involving the establishment of 
a rate base and a fair rate of return, but 
the scope of the investigation was made 
much broader. 

The record in the proceedings shows 
that the company had not cleared its 
plant accounts of known, numerous, 
erroneous, and inflationary entries, nor 
had it brought its books into con- 
formity with the department’s Unitorm 
System of Accounts. The department 
had not determined the original cost 
of the company’s property nor allocated 
that, or any other cost, to or between 
its several utility operations. 


HE following issues were pres- 
ent: 


1. The original cost of the com- 
pany’s electric property as that term is 
defined in the department’s Uniform 
System of Accounts. 

2. Should the company be ordered 
to adjust its plant and other accounts 
to comply with the requirements of the 
department’s Uniform System of Ac- 
counts? 

3. The disposition that should be 
made of the amounts found to be prop- 
erly includible in Account 100.5, Plant 
Acquisition Adjustments. 

4. The disposition of the amount 
found to be properly includible in Ac- 
count 107, Electric Plant Adjustments. 

5. Should the original cost of the 
company’s electric property, less ac- 
crued depreciation, be fixed as its rate 
base ; and, if not, how should such rate 
base be determined and what is the 
amount thereof ? 

6. Are the rates now charged by the 
company unjust and unreasonable; 
and, if so, what are the just and rea- 
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sonable rates which should be charged 
by the company ? 

7. Should the new schedules be made 
retroactive to January 1, 1943? 


The last three items do not involve 
accounting principles. 

The transcript of the testimony 
shows that Mr. Smith illustrated some 
of the seamy side of utility practices, 
or, adopting an expression used by a 
witness, “a little bit of the smelly side.” 

Mr. Smith stated that the records of 
the Federal Power Commission show 
that of the first 233 utilities which filed 
original cost studies, 60 per cent of 
them had lump-sum amounts in their 
accounts for plants acquired as operat- 
ing units or systems, and that these 
lump-sum amounts equaled more than 
one billion dollars. 

In addition to the company involved 
in the proceedings, Mr. Smith, after 
the objection of the utility counsel had 
been overruled, gave eight examples 
of typical situations, and, lastly, the 
one which Mr. Paton quoted and desig- 
nated “the horrid example.” By the use 
of the word “the” the implication seems 
to be that no other horrendous illustra- 
tion had been given; but, after quoting 
the example, Mr. Paton immediately 
departed therefrom by “a great jump 
into entirely new territory,” without 
further comment thereupon. 


HE recordation of original cost of 
plant in utility accounts is a book- 
keeping device. 

The requirement is that the cost to 
the accounting utility of plant acquired 
as an operating unit or system by pur- 
chase, merger, consolidation, liquida- 
tion, or otherwise shall be divided in 
the accounts into two amounts: (a) 
the original cost (meaning the cost of 
such property to the person first de- 
voting it to public service), estimated 
if not known, of such property, less the 
amount or amounts which may be 
credited to the depreciation and amor- 
tization and depletion reserves of the 
accounting utility at the time of ac- 
quisition with respect to such property, 
and (b) the difference between the cost 
of such property to the accounting 
utility corporation and the original 
cost. 

Professor T. H. Sanders said, in his 
testimony on behalf of Arkansas 
Power & Light Company, that there 
can be “no objection to showing in a 
subaccount the original cost to the 
original owner, with the difference be- 
tween it and the cost to the present 
owner in another subaccount. Divisions 
between tangible and intangible prop- 
erty, if known, and subdivisions of 
each, are also proper and desirable mat- 
ters for showing in subaccounts.” He 
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any accounting principle, nor does it muddle plant account- 


q “THE original cost requirement does not violate or outrage 


ing. The objectors to original cost determinations appear to 
be more concerned about the use which the regulatory bodies 
might make of the figure in rate case proceedings. There are 
two things which should be considered in a discussion of the 
subject of recording original cost in the accounts: the condi- 
tions that brought about the requirement and the purposes 


served by it.” 
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said further, “.. . it is entirely proper 
for the accounts, by means of subdi- 
visions, to furnish information in 
which a regulatory body, or the man- 
agement, may have an interest.” 

In answer to the question “What 
advantages or disadvantages do you 
see in the statement of property at cost 
to the original owner, when cost to the 
present owner is greater?’ Professor 
Sanders said: “The cost to the original 
owner may be of interest and signifi- 
cance to a regulatory body. To this ex- 
tent it will be a useful subdivision of 
the property accounts. But it should 
not be viewed as the complete and suffi- 
cient statement of the property ac- 
counts.” 


M®* PATON said in his testimony 
that in so far as the original cost 
requirements provide “that the cost to 
the party by whom the property was 
first devoted to utility operation be 
shown as supplementary information 
there is no objection to them.” He said 
further, “I can understand the interest 
of a regulatory body in what you might 
call the construction cost, or first cost 
of a piece of property devoted to public 
service.” He acknowledged that “this 
requirement in itself does not consti- 
tute an outright violation of the gen- 
eral accounting principle that accounts 
should be charged with actual cost to 
the buyer.” 

In connection with the acquisition of 
operating systems, Mr. Paton testified 
.that “in the utility field we have per- 
haps to an untisual degree what Mr. 
Werntz of the Securities and Ex- 
change Commission refers to as a ‘bas- 
ket purchase’ of property . . . we have 
a lot of it in utilities, and utility 
regulatory bodies are sensitive about 
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those transactions and they realize that 
the accounting which results from such 
transactions may be of some impor- 
tance and they want to be sure to have 
all the pertinent information that they 
think can possibly be relevant in siz- 
ing up the relationship of that enter- 
prise to the public later on preserved, 
and they are especially anxious to 
know whether there is any sheer pad- 
ding in transactions such as we were 
talking about a few minutes ago, and 
so it is not altogether surprising that 
they developed this idea of trying to go 
back a step or two in the case of some 
of these deals to see what had hap- 
pened a bit earlier.” 


Siew original cost requirement does 
not violate or outrage any ‘ac- 
counting principle, nor does it muddle 
plant accounting. The objectors to 
original cost determinations appear to 
be more concerned about the use which 
the regulatory bodies might make of 
the figure in rate case proceedings. 

There are two things which should 
be considered in a discussion of the 
subject of recording original cost in 
the accounts: the conditions that 
brought about the requirement and the 
purposes served by it. 

Mr. Smith recited a number of rea- 
sons that brought about the require- 
ment.. My conceptions of the reasons 
that brought about the requirement 
that utility plant acquired as an operat- 
ing unit or system shall be separated 
into two component parts are: 


1. A considerable amount of utility 
property was acquired as operating 
units or systems at costs in excess of 
the costs to the predecessor compa 
nies. 

2. Sometimes such acquired prop 
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Accounting As Keystone to Regulation 


6¢ ACCOUNTING ts the keystone of regulation. Regulatory bodies, in 

order to function properly and efficiently, must have discretion in 

the refinement in which utility accounts shall be kept. It is regulated ac- 
counting, as the public interest is involved.” 





erty was appraised by the utility at re- 
placement or reproduction cost new 
less accrued depreciation or deteriora- 
tion and recorded in primary plant ac- 
counts at the said appraisal figures. 

3. Many utilities did not have the 
plant acquired as an operating unit 
broken down into the prescribed pri- 
mary plant accounts, and were almost 
completely lacking in control of plant 
items. 

4. Regulation required a breakdown 
of the plant account by primary plant 
accounts and by the items in those 
plant accounts. 

5. The breakdown could be obtained 
only by an expensive and lengthy re- 
production cost determination as of the 
dates of system acquisition of a mixed 
aggregate of public utility properties 
which would constitute a retroactive 
appraisal of many hundreds of million 
dollars; or by the original cost method 
of breakdown into two subaccounts. 

6. Plant constructed by the account- 
ing utility often was appraised at the 
time its capital stock was acquired by 
a holding company, which appraisal 
was recorded in the primary plant ac- 
counts and the actual cost to the utility 
was often obscured or destroyed. The 
depreciation reserve in the books was 


535 


increased or decreased to agree with 
the amount determined in the appraisal. 

7. Retirements of property in many 
instances had not been recorded in the 
accounts. 


Sous accounting of a regulated in- 
dustry is the issue involved. Ac- 
counting is the keystone of regulation. 
Regulatory bodies, in order to function 
properly and efficiently, must have dis- 
cretion in the refinement in which 
utility accounts shall be kept. It is 
regulated accounting, as the public in- 
terest is involved. 

Mr. Paton stated in his article that 
he failed to find by diligent search “a 
single clear-cut statement which in- 
dicates that the disclosing of predeces- 
sor cost on the books of the present 
owner serves any. accounting purpose 
whatsoever.” 

Surely one could expect engineers to 
object to the original cost segregation 
in the accounts as, quoting George O. 
May, “it indicates that the day of the 
appraiser has passed and the era of 
accounting has arrived,” and “that 
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regulation will become almost com- 
pletely a matter of accounting.” There- 
fore one is surprised when public ac- 
countants criticize proper, adequate, 
and enlightened plant accounting 
which does not violate any accounting 
principle. 

In explaining the purposes which 
are served by the original cost pro- 
vision, Mr. Smith said in his testi- 
mony: 


A great many utilities, particularly those 
which were members of holding company 
systems, had purchased other operating utili- 
ties for lump-sum amounts. These were high 
amounts, amounts extending into millions of 
dollars. These lump-sum amounts in prac- 
tically all cases were charged to the accounts 
as lump sums with no breakdown, no segre- 
gation whatever. To illustrate, the testimony 
in this proceeding shows that Arkansas 
Power & Light Company acquired properties 
of other utilities, and lump-sum amounts, I 
believe aggregating to $35,000,000, with re- 
spect to them were charged to its plant ac- 
counts, and these amounts were not dis- 
tributed prior to the time the new system of 
accounts went into effect... . 

Under such conditions when retirements 
of property were made they were practically 
always made at estimated original cost; that 
is, the cost of constructing the property, not 
some imputed cost to the present owner. Ac- 
cordingly, where the amounts entered in the 
books in respect to acquisitions, amounts rep- 
resenting purchased properties were more 
than original cost, and with retirements 
made at estimated original cost, the differ- 
ence between these two figures remained in 
the books in perpetuity. (Italics supplied.) 


M* SMITH explained that the cus- 
tomary mode of acquiring op- 
erating units or systems was not on a 
cash basis but was by an exchange of 
securities ; and he said that the record 
in the instant proceeding shows that 
the securities of (1) a holding com- 
pany, which owned securities of sev- 
eral operating utilities, were ex- 
changed for securities of (2) a sub- 
holding company in the system of (3) ; 
that company (2) in turn exchanged 
the securities which it owned in com- 
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pany (1) and the operating companies 
for the securities of Arkansas Power 
& Light Company, and then the latter 
company reduced the underlying prop- 
erties to possession. Further, that the 
general pattern was that holding com- 
panies obtained a larger amount of 
securities from the newly created op- 
erating companies than their old 
securities which had been exchanged | 
for the new securities of the underlying 
operating companies ; and that the gen- 
eral practice was to enter in a lump 
sum the par and principal amount of 
securities issued as the cost of plant 
acquired. 

In illustrating his point, Mr. Smith 
described a transaction in which (a) 
a holding company in 1909 and 1910 
acquired the capital stocks of certain 
operating companies at a cost of about 
$6,000,000 ; that later in 1910 the (a) 
company organized a (b) company for 
the purpose of taking over and operat- 
ing these properties, and that, in ex- 
change therefor, the latter company is- 
sued to (a) company capital stock and 
bonds of the total par value of $10,- 
900,000 instead of the $6,000,000 cost 
to (a), and that the said amount of 
$10,900,000 was charged in the books 
of (b) company as the cost of the 
plant. He stated that (b) company has 
agreed that the difference was a write- 
up subject to the disposition provided 
for in the Uniform System of Ac- 
counts, 


Farle illustration was a transac- 
tion where (a) company ac- 
quired the bulk of the securities of (b) 
company and transferred them toa (c) 
subsidiary company. The latter com- 
pany then acquired most of the remain- 
ing securities of (b) company and 
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turned them over to another (d) sub- 
sidiary company, which was the op- 
erating company. The bona fide cost to 
(a) and (c) was $6,000,000. When 
the properties were transferred to (d) 
the latter company charged $21,000,- 
000 to the plant account in its books. 
The difference was held by the Federal 
Power Commission and the Securities 
mand Exchange Commission to be a 
write-up. 

Judge Healy of the latter commis- 
sion called it a subtle write-up. The 
company agreed to remove the amount 
from its books. 

Another utility in a holding com- 
pany system wrote up its plant account 
from $8,000,000 to $18,000,000 in 
this fashion, and that transaction, Mr. 
Smith said, was in reality “a form of 
manipulation” ; also that, in his opin- 
ion, “it was this type of transaction 
more than anything else which led to 
the passage of the Holding Company 
Act.” 


I’ is, therefore, evident that the illus- 
tration quoted by Professor Paton, 
accompanied by his comment “The 
next step is the horrid example” (italics 
supplied), is only one of many hor- 
rendous examples. Federal Power 
Commission releases show many such 
cases, a few of them being outlined 
above. 


Docket No. 
IT-5746 
IT-5898 
IT-5866 


Release No. Amount Involved 


2453 
2454 
2473 
2474 
2468 


*The proposal of the company to eliminate 
the amount from the accounts was approved 
by the commission. 


HE original cost requirement was 

designed to correct this situation. 

In my opinion, some of the purposes 
served by the requirement are: 


1. An accounting control of utility 
plant is established. 

2. The primary plant accounts will 
show the cost of the units of property 
in the detail necessary for compliance 
with the commission’s prescribed ac- 
counting for retirements and replace- 
ments of plant. 

3. Reducing the primary plant ac- 
counts to cost instead of part original 
cost and part appraisals, and thus the 
said plant accounts will be based upon 
facts, rather than upon opinions, esti- 
mated or judgment, which, at best, may 
be delusive and unreliable. 

4. The plant accounts of all utilities 
will be on a uniform and comparable 
basis, showing costs susceptible of 
comparison with plant installed in the 
same years by other utilities. 

5. The actual date of installation of 
property is shown and the actual in- 
stallation costs can be aged for depre- 
ciation computation. This record makes 
possible the trending of costs to pres- 
ent-day price indices. 

6. The telescoping of plant accounts 


e 


the rates a sufficient amount of depreciation to enable them to 


q “IF the contention is that the utilities have not earned through 


record in their books the proper accrued amount on a date 
certain, the answer is that the management has been remiss 
in its duty to protect the security holders whose interests they 
now invoke in efforts to prevent regulatory bodies requiring 
proper depreciation accounting.” 
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by bulk or basket acquisitions will be 
removed to a separate account. 

7. Aid. to regulatory supervision, 
facilitating the duty imposed by law 
upon commissions. 


HE regulatory body, in the pro- 
ceedings discussed, found and 
fixed the original cost of the company’s 
properties. It found that the system cost 
was $8,829,000 in excess of the orig- 
inal cost, and that the system cost was 
$3,614,000 less than the recorded cost. 
The commission said that “a proper 
construction of the provision with 
respect to disposition of amounts 
charged to Account 100.5 does not re- 
quire the amount remaining in said 
account to be charged off or amortized, 
irrespective of whether it represents 
value.” It said that the provisions of 
its system of accounts “‘were designed 
and intended to preserve rather than 
destroy evidence of cost incurred as the 
result of an arm’s-length transaction.” 
It required, however, that an amount 
included in the account which was “at- 
tributable to increase in structural 
value should be amortized in the same 
ratio and at the same time as the phys- 
ical property to which it is attached 
is depreciated or retired.” 

In determining the rate base, “the 
department has been careful to strip 
from the respondent’s books and 
records every item representing write- 
ups, stock-watering transactions, or 
which do not represent existing value 
contributing to the improved service to 
the public, at reduced rates.” 

The commission ordered the amount 
of write-up which was in the plant ac- 
count in excess of the system cost 
charged to the earned surplus account, 
or to capital surplus if such a surplus 
is created for that purpose. 

OCT. 26, 1944 


6¢ [QeaccounTING” was discussed by 
accounting witnesses in the pro- 
ceedings and also in the article by Mr, 
Paton. What is meant is a restate- 
ment of plant costs to include over- 
heads. Since the day of holding com- 
pany control the costs include engineer- 
ing fees charged by affiliated com- 
panies, generally with an intercom- 
pany profit included, and in addition 
the plant account was often charged 
and operating expenses credited with 
an arbitrarily determined percentage 
of the prime construction costs, the lat- 
ter often including the affiliated com- 
pany fee; so in those circumstances the 
question can only be academic. The 
question is raised in the determination 
of the original cost of plant constructed 
by a company before it came into a 
holding company group, or was never 
in one, and of plant acquired as an 
operating unit or system, when, in 
some cases, general executive salaries 
and office expenses were not appor- 
tioned to construction costs. Some ac- 
countants claim that the utilities should 
be permitted by the regulatory bodies 
to make a complete reaccounting for 
such overheads and other expenses 
which in the past many utilities 
charged to operating expenses. The 
propriety of such practice is questioned 
by Mr. Smith. Mr. Paton thinks that 
Mr. Smith’s position is not reasonable. 

In the May, 1917, Journal of Ac- 
countancy I explained that piecemeal 
construction costs would be unduly 
loaded and operating expenses im- 
properly relieved if a utility capitalized 
the salaries of those whose employ- 
ment and compensation are in no way 
made to depend upon the amount of 
plant construction done. In the Au- 
gust, 1919, Journal I expressed disap- 
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Successful Regulation of Rates 


fe a recent years the Federal Power Commission, through the applica- 

tion of modern methods, has made regulation work. Regulation of 

rates 1s no longer a failure. In accomplishing this, the commission has de- 

parted from the discredited fair value rule and has adopted an accounting 
approach.” i 





proval of capitalizing general expenses 
which did not increase or decrease as 
construction work fluctuated. In a 
minority report which I submitted to 
the institute in 1941 as a member of 
the committee on public utility ac- 
counting, I stated that it was inadvis- 
able to suggest reaccounting and thus 
impeach the audit reports of certified 
public accountants in which the incre- 
mental method of dealing with con- 
struction overheads was tacitly ap- 
proved. There must be some finality to 
accounts reported upon by certified 
public accountants. 


t tes question of reaccounting in 
such connection was disposed of 
by the United States Supreme Court in 
the Hope Natural Gas Company deci- 
sion® and by the United States Circuit 
Court of Appeals, Tenth District, in 
the Colorado Interstate Gas Company 
decision of May 16, 1944.* Such re- 
accounting was disapproved by the 


$(1944) 320 US 591, 51 PUR(NS) 193. 
454 PUR(NS) 1, 142 F(2d) 943. 
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circuit court® in the first Northwest- 
ern Electric Company Case and the 
company did not even seek a review 
by the United States Supreme Court. 
But Mr. Paton, in his article, said in 
connection with whether a decision of 
a high court is “the chief authority” 
for accounting treatments: “On that 
matter let it be said in the first place 
that accounting principles are neither 
made nor unmade by the action of any 
court . . . ” Perhaps not; but the 
courts say what can and cannot be 
done. I cannot strain my imagination, 
though, to think that any certified pub- 
lic accountant holding a state license to 
practice is going to advise a corporate 
official to ignore or proceed contrary 
to decisions of the United States Su- 
preme Court, even in the event he con- 
sidered it bad law. 

The abuse of intercompany profits 
and burden percentage charged to con- 
trolled utilities is cogently illustrated 
in the 1941 annual report of the public 
service commission of the state of New 


5 (1942) 43 PUR(NS) 140, 125 F(2d) 882. 
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York, page 264. The transactions 
recited in the said report appear to 
justify Mr. Smith’s statement, which 
was quoted by Mr. Paton: “Such 
transactions, in my opinion, are ficti- 
tious.” 

Evidently the Arkansas department 
also thought so, as it has held that 
“there can be no intercompany profits” 
in fees paid to affiliated companies 
“and that such fees, in so far as they 
represent profits to the . . . companies, 
‘cannot be recognized as part of the in- 
vestment.’” It said in the instant pro- 
ceedings: “The department will con- 
tinue to hold that consumers should 
not be required to pay the company a 
return on an amount representing a 
profit which the company pays to it- 
self, or to an affiliate, which is in the 
nature of an extra, sub rosa dividend.” 


Faience of utility property is 
discussed in the article. The 
solution of the matter is still pending 
before the NARUC Committee on 
depreciation. The argument has been 
advanced in some quarters that if the 
said committee’s recommendations are 
adopted, there would be retroactive 
accounting for depreciation “‘at the ex- 
pense of the stockholders’ equity.” 
Cases reported by regulatory bodies 
show that adequate depreciation has 
been allowed in rate determinations, In 
such cases cash has been received for 
the plant deterioration. If such money 
has not been retained to protect the 
security holders but has been dis- 
tributed to them in the guise of div- 
idends, the fact is that they have re- 
ceived the money and have not sus- 
tained any loss whatever. The 1941 
annual report of the New York Public 
Service Commission (page 191) says: 
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... many utilities have not placed in the de- 
preciation reserve the allowances used by the 
commission in fixing rates, they have used 
smaller amounts, thus increasing their sur- 
pluses over and above what is proper. If con- 
sumers are obliged to pay rates which wiil 
provide the reserves, the utility should be re- 
quired to place the amounts allowed in the 
reserves and not distribute them when the 
dividends have not been earned. 

If the contention is that the utilities 
have not earned through the rates a 
sufficient amount of depreciation to en- 
able them to record in their books the 
proper accrued amount on a date cer- 
tain, the answer is that the manage- 
ment has been remiss in its duty to 
protect the security holders whose in- 
terests they now invoke in efforts to 
prevent regulatory bodies requiring 
proper depreciation accounting. 

Some accountants believe that ade- 
quate depreciation accounting will re- 
sult in benefit to the investors, who are 
the real owners of the utilities, and to 
public accountants who have a sincere 
desire that the financial statements pre- 
sented to the said owners show the true 
amount of undistributed surplus and 
whether their investment is impaired 
or unimpaired. 

Some public accountants have suc- 
cessfully urged their clients to adjust 
the accounts to include full accrued 
depreciation; others say in their re- 
ports that they are not in a position to 
express an opinion about the matter of 
depreciation in the accounts ; others say 
“subject to the adequacy of the pro- 
vision for depreciation” ; and the audi- 
tor of the Boston Elevated Railways 
said in the 1932 report that the pro- 
vision was inadequate. 


7 speaking of the write-up resulting 
from the transfer by the parent 
company of property to its subsidiary, 
the Arkansas regulatory tribunal said: 
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Looking to substance rather than form, the 
transaction was in reality one in which Elec- 
tric was dealing with itself, The amount now 
under discussion, according to the evidence, 
represents profit to Electric and a fictitious 
write-up of respondent’s plant account. Elec- 
tric was acting more or less in a fiduciary 
capacity in its transactions with respondent. 
It should not be permitted to obtain a profit 
out of transactions with a corporation which 
it owned and controlled. Electric, so to speak, 
was trustee for future investors in the se- 
curities of respondent; and, at the same time, 
was selling properties to it for a profit. 

The language of the late Mr. Justice Car- 
dozo may, with propriety, be quoted for the 
purpose of depicting the course of conduct 
which Electric should have observed in the 
organization of, and transfer of property to, 
the respondent. He said: 

“Many forms of conduct permissible in a 
workaday world and those acting at arm’s- 
length are forbidden to those bound by fi- 
duciary ties. A trustee is held to something 
stricter than the morals of the market place. 
Not honesty alone, but the punctilio of an 
honor the most sensitive, is the standard of 
behavior. As to this there has developed a 
tradition that is unbending and inviolate.” 

The item under discussion represents a fic- 
titious or inflationary write-up of plant ac- 
count and does not represent a bona fide cost 
of property. .. . The department is of the 
opinion that the amount in this account 
should be disposed of immediately. Such 
treatment is supported by ample accounting 
authority. (Italics supplied.) 


The Arkansas regulatory body ac- 
cepted Mr. Smith’s views about such 
transactions to the extent of even using 
the word “fictitious” quoted by Mr. 
Paton in his article, and Mr. Paton’s 
views thereupon were not adopted. 
Thus instead of discussing the matter 
in a manner critical of the testimony 
of one of the witnesses before the de- 
cision, it was more appropriate to have 
awaited the decision. 


7 


HE use of the word “fictitious” in 

this proceeding was not new nor 
inappropriate. In 1936, in the Amer- 
ican Telephone and Telegraph Com- 
pany Case® the United States Supreme 
Court said that “if the difference be- 
tween original and present cost is a true 
increment of value” the Federal Com- 
munications Commission “is not under 
a duty to write off the whole or any 
part” of the amount; but that such 
amount as appears “to be a fictitious 
or paper increment” will be written off. 
(Italics supplied.) 

There must be realism in account- 
ing for utility depreciation. By realism 
I mean depreciation seen with a re- 
morseless scrutiny. The determina- 
tion of the amount often has been the 
expression of a whim rather than the 
exercise of judgment; often by caprice 
rather than discretion. 

If it is demonstrated that full de- 
preciation has not been produced by 
the revenues, after paying all operat- 
ing expenses and taxes, it establishes 
the fact that no return whatever has 
been received from the utility cus- 
tomers upon the property devoted to 
their service. In that event no divi- 
dends should have been paid. When 
dividends have been paid, it appears to 
be the assumption that the utility 
deemed it demonstrated that they were 
earned and were deemed to have been 


6 299 US 232, 16 PUR(NS) 225, 230. 


“AMERICAN accounting opinion reputedly is being shocked, 
surprised, chagrined, and alarmed by the successive account- 
ing coups sprung by the regulatory bodies. Usually all sorts 
of hidden motives are seen in each of these regulatory moves. 
However, after some time has elapsed these moves are gen- 
erally seen to fit into a logical pattern of accounting which 
is characterized by simplicity and directness.” 
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paid without impairment of capital. 
In recent years the Federal Power 
Commission, through the application 
of modern methods, has made regula- 
tion work. Regulation of rates is no 
longer a failure. In accomplishing this, 
the commission has departed from the 
discredited fair value rule and has 
adopted an accounting approach, 


_ is most amazing to find certi- 
fied public accountants criticizing 
the Federal Power Commission for 
bringing accounting to the foreground 
in the field of utility regulation and so- 
cial science, and, through the acount- 
ing process, achieving outstanding 
success where only failure attended the 
efforts before. This shortsighted and 
narrow point of view of accounting by 
certified public accountants shows a 
lack of understanding. Instead of 
condemning the commission for this 
outstanding accomplishment, account- 
ants should glorify the achievement. 
They ought to be proud of the contri- 
bution the accountancy profession has 
made to government. 


American accounting opinion re- 
putedly is being shocked, surprised, cha- 
grined, and alarmed by the successive 
accounting coups sprung by the regula- 
tory bodies. Usually all sorts of hid- 
den motives are seen in each of these 
regulatory moves. However, after 
some time has elapsed these moves are 
generally seen to fit into a logical pat- 
tern of accounting which is character- 
ized by simplicity and directness. 

Regulated accounting itself was on 
trial in the Arkansas Power & Light 
Company proceeding. Much account- 
ing testimony of high quality, great 
value, and wide range was given by 
well-known accountants (1,323 pages 
of transcribed stenographers’ min- 
utes). 

It appears that regulated accounting 
triumphed and the school of thought 
that vilipends it rebuked. 


Fangs must be revealing and 
must avoid concealment and du- 
plication. Public utility accounting is 
not “A riddle in a mystery inside an 
enigma.” 





cé W HAT about the channels which carry the flow of money 
into enterprise? What became of the great Mississippi 


which once carried the savings of the people into business in- 
vestments? Contrary to our old geographies, the Mississippi 
now flows through Washington. One would never recognize 
the Father of Waters. What with being dolled up with private 
placement canals, obstructed by registration rigamarole, di- 
verted by competitive bidding, plagued by Department of Jus- 
tice suits, the old river is mostly standing still—so confused it 
may even start flowing north into Canada.” 
—J. Ciirrorp Fotcer, 
President, Investment Bankers As- 
sociation of America. 
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Taxation without Realization 


Many persons—particularly the customers of public 

utility companies—are the unwitting victims of this 

painless political and therefore popular method of 

obtaining money for Federal, state, and local 
treasuries. 


By FRANCIS X. WELCH 


AXATION can be an intriguing 
fe: ject, provided, of course, you 
don’t have to pay the taxes stud- 
ied. The history of taxation, which is 


as old as the recorded history of man- 
kind, demonstrates by the very variety 
of taxation the ingenuity of the political 
mind. From the biblical tax on salt, to 
the British tax on tea, which marked 
the American Revolution, about every 
article that man eats, wears, or uses for 
business or play, has at one time or an- 
other been subjected to some form of 
special taxation. 

Among the odd taxes noted: The 
special taxes on visitors and street 
facades in Belgium; on musical instru- 
ments and domestic servants in France ; 
the ancient light tax (per window of 
the house) in England; the tax on 
bachelors in China (which Mussolini 
imitated indirectly by subsidizing mar- 
ried men with large families out of gen- 
eral tax funds). Virtually all forms of 
recreation have been taxed. All forms 
of domestic animals have been taxed, 
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including horses, cattle, sheep, dogs, 
cats, and—yes—even rats (the latter 
in Egypt where the idea was to dis- 
courage the existence of the disease- 
carrying rodents). 

Now, while it is doubtless true, as 
Benjamin Franklin observed, that 
“there is nothing sure except death and 
taxes,” at least death has no encore. 
Neither does it get worse every time 
Congress meets or the legislature is in 
session. The upward spiral of taxes, 
on the other hand, in violation of the 
law of gravitation, is a continuous and 
expanding performance. 

The need for increasing government 
revenue drives the alert tax official to 
the site of the least sign of financial 
prosperity, as surely as the keen scent 
of the desert coyote is attracted to the 
smallest green bush nourished by the 
tiniest stream of water. Scientists may 
boast that the horizon of invention is 
unlimited ; but we can depend upon it, 
no matter how fast science moves it can 
never outstrip the tax collector. He is 
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figuratively sitting on the laboratory 
doorstep waiting for new things to be 
invented so he can tax them. Indeed, 
it is reported that once upon a time 
while Faraday, the great English phys- 
icist was explaining to Prime Minister 
Gladstone certain experiments with 
gas, he was asked by Gladstone, “Of 
what use is it?” He replied with exas- 
peration, “It will probably be some- 
thing you can tax, sir!” 


.C was not until the indirect tax came 
> into vogue, however, that the tax 
collector really found ways and means 
for an unlimited drainage system. 
What is an indirect tax? A schoolboy, 
once asked to give an example of the 
indirect tax, said: “The dog tax, be- 
cause the dog doesn’t have to pay it.” 
That is technically correct. The dog’s 
owner has to pay it, of course. But he 
is aware of it. He is generally glad to 
put up the necessary couple of bucks, 
or whatever it is, to keep good old Fido 
sniffing around the premises. 

But there are a lot of public officials 
today who would be pretty deep in the 
doghouse if the taxpayer were only 
wise to the clever little tax game which 
state and local governments are play- 
ing every year for increasing amounts. 
In this game, the unsuspecting citizen 
pays taxes piled on top of taxes. But 
he is never, or rarely ever, aware of it. 
The reason is because the tax is 
charged to and paid by somebody else. 

This isn’t just another article about 
ordinary run-of-the-mill indirect taxes. 
That was the old-fashioned politician’s 
idea of painless extraction of the tax- 
payer’s dollar. But it’s old stuff today. 
Taxpayers are getting smarter. Thanks 
to publicity in the newspapers, maga- 
zines, through advertisement and dis- 
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cussion on the radio, the average bright 
newsboy knows, for example, that the 
government gets more money in taxes 
on the purchase of a package of ciga- 
rettes, than the cigarette manufacturer 
does. It is pretty well known that the 
same is true in the purchase of a bottle 
of liquor, cosmetics, and other so-called 
luxury or semiluxury items. Aside 
from being quite necessary in these 
days of tremendous government ex- 
pense, such indirect but poorly con- 
cealed taxes are now taken as a matter 
of course. 


N° it is the concealed, indirect tax 
which is the modern political tax 
siphon and a pocketbook cancer for just 
about every solvent soul in America. 
This tax is especially insidious because 
the American public, by and large, is 
composed of good sports and patriotic 
citizens. They shell out cheerfully and 
without complaint because they feel 
that the government needs every tax 
dollar desperately. Yet, it is precisely 
because of this obvious need—particu- 
larly the need of the Federal govern- 
ment to defray war expenditures—that 
petty rackets practiced by state and 
local tax authorities in the form of con- 
cealed, indirect taxes are all the more 
reprehensible. 

These camouflaged local nuisances 
bleed the body politic unnecessarily, at 
the very time when every drop of finan- 
cial plasma is necessary to pep up the 
national credit in a critical war strug- 
gle. The concealed indirect tax is a dis- 
criminatory bloodsucker which can 
only thrive in the darkness. If once 
dragged into the open sunlight where 
all the people could recognize it for 
what it is, it would expire ignomini- 
ously. 
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Give an example? Let us first take a 
simple analogy. Suppose that, instead 
of billing you as the owner of Fido for 
his dog tax, the city billed your neigh- 
bor across the street or your lawyer or 
doctor, or your electric company. Sup- 
pose, however, that the fee was paid 
by you, just the same, hidden within a 
general bill for some professional or 
public utility service performed. You 
would probably think that was a silly 
way of billing. You might also just 
shrug your shoulders and conclude that, 
in any event, you had finally paid 
Fido’s fee yourself. 

But, suppose on top of that, the city 
sent you a second bill! You would prob- 
ably burn right up, if you knew about 
it. If you did not know about it, you 
would pay both bills cheerfully. You 
would not realize that Fido was really 
a double feature on your tax program. 


HAT, folks, is the concealed in- 

direct tax. That is exactly what is 
happening in New York state today 
where taxation of the public through 
their utility bills has reached an absurd 
limit, especially with respect to their 
telephone bill. Out of every dollar paid 
by the average New York state sub- 
scriber for telephone service, 32 cents 
went for taxes — 10 cents plainly 
marked as such—while the remaining 


22 cents was for concealed indirect 
taxes charged to the company. 

It’s happening elsewhere, too. Poli- 
ticians have long realized that utilities 
are ideal tax-collecting agencies. The 
average hard-pressed citizen may stall 
around, think twice, delay, or temporize 
over paying the butcher, or the dentist. 
But he knows that when he does not put 
the dough on the line for gas, electric, 


and telephone service, that line is go- 


ing to go dead in short order. 

What better way, then, to make the 
unsuspecting public cough up some 
extra taxes—taxes over which the pub- 
lic might go into a rebellious rage, if it 
knew it were paying them? The idea 
is simply to sneak such taxes into the 
telephone, gas, and electric bills, and let 
the utility company pass them on. 
Then, if there is any squawk, the utility 
company will have to take the rap. 

This trick comes easily to the poli- 
tician. Public utilities have been his 
whipping boys so long that the average 
voter is likely to think it is all part of 
the same old song and dance which 
has been going on ever since good old 
William Jennings Bryan discovered the 
wicked “vested interest,” in the gay 
nineties. 


HANCES are, the tax-paying victim, 
doubling in the role of utility rate- 


e 


alert tax official to the site of the least sign of financial pros- 


q “THE need for increasing government revenue drives the 


perity, as surely as the keen scent of the desert coyote ts at- 
tracted to the smallest green bush nourished by the tiniest 
stream of water. Scientists may boast that the horizon of in- 
vention is unlimited; but we can depend upon it, no mat- 
ter how fast science moves it can never outstrip the tax 
collector. He is figuratively sitting on the laboratory doorstep 
waiting for new things to be invented so he can tax them.” 


545 


OCT. 26, 1944 





PUBLIC UTILITIES FORTNIGHTLY 


payer, actually thinks it is the utility 
company which is paying the tax out of 
its own corporate pocketbook. Like as 
not, he will get a little tingle of satis- 
faction, saying to himself “Well, the 
telephone company is better able to pay 
it than Iam.” And all the time the poor 
misguided creature 1s paying the tax 
himself. 

In other words, our bemused citizen 
is like a village yokel who thinks he is 
snickering at a carnival slicker picking a 
stranger’s pockets; whereas, actually, 
he is looking at himself in a trick mir- 
ror and laughing at his own expense. 
It’s Taxation without Realization—the 
smoothest, sweetest, political racket 
since modern public utility regulation 
by state commissions broke up the good 
old franchise hold-up game. 

What happens is simply this: The 
public utility company, not being in 
business for the fun of it, merely tots up 
all of its operating expenses, including 
taxes which it pays, and charges rates 
sufficient to cover everything. “Every- 
thing” includes, of course, an over-all 
profit for the utility limited by the state 
commission. Unfortunately, the public 
utility commission has no authority to 
limit the taxes. It can only protest fu- 
tilely (as the New York Public Serv- 
ice Commission has done) that higher 
taxes on utilities inevitably mean high 
rates for the consuming public. To date 
nobody in Albany or other state capi- 
tals seems to be worried much about 
such protests. 

It’s not the average citizen’s fault if 
he’s confused. Even the simpler form 
of modern taxation comes wrapped in 
double-talk likely, if not calculated, to 
confuse the smartest of us. But when 
the Mickey is slipped into the poor citi- 
zen’s tax mixture, accompanied by an 
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assurance that it’s really a medicine 
mixed up for the bloated bondholder 
crowd down the street, who need it 
badly, that is—well—Taxation with- 
out Realization. 


A by the way, have you looked at 

your own utility bills lately? 
Take, for example, your current tele- 
phone bill. Let’s say you live in a fair- 
sized city in New York state and this 
month’s bill for single-party, unlimited, 
residential service comes to $4.85. This 
does not include extra charges for long- 
distance calls (which carry a Federal 
tax of 25 per cent all by themselves ; but 
that’s another story). 

All right. Let’s dissect that $4.85. 
Right off the bat, the bill tells you that 
15 per cent of the total (which amounts 
to 70 cents) is a tax on the monthly bill 
for local exchange service. That is a 
Federal tax, levied to help pay the cost 
of the war. It’s pretty stiff as special 
taxes go. But Uncle Sam is a fairly 
honest old gentleman. At least, he tells 
you about it right out in black and 
white. It is segregated on the face of 
your bill so that you know what’s what 
and who’s paying how much to whom. 

(Uncle Sam isn’t quite so frank 
about another little item of a 3 per cent 
excise tax which he has been slipping 
into your monthly electric light bill 
since way back in the early thirties. 
But let’s keep on with our New York 
telephone bill. ) , 

The balance of $4.12 which you os- 
tensibly pay over to the telephone com- 
pany is next tapped by the state of New 
York to the tune of 2 per cent on the 
company’s gross earnings. The mu- 
nicipality takes another 1 per cent— 
leaving a balance of $3.99. Some idea 
of the amount this tax yields the state 
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No Increase in Rates for Public Utility Service 


“ is not generally realized perhaps that with the price of just about 

everything else going up since the war began, including taxes, 

wages, and prices of materials which utility companies themselves must 

pay, rates for public utility service have not increased and that in some in- 

stances they have actually gone down since Pearl Harbor. And you don’t 
need any ration books, either, for utility service.” 





can be gained from the following ex- 
cerpts from Governor Lehman’s mes- 
sage to the legislature on April 12, 


1937: 


I recommend that the legislature make an 
additional appropriation of $24,000,000 for 
unemployment relief, This money can be 
raised by the imposition, commencing July 1, 
1937, of a tax of 2 per cent on the gross re- 
ceipts of companies furnishing utility serv- 
ices in the state. 


a to that the additional one per 
cent levied by municipalities on 
local utilities, and the total “take” fig- 
ures out at nearly $3 a year for every 
man, woman, and child in the state. 
Ard for what? At first, it was for “un- 
employment relief.” Just why the citi- 
zen’s utility bill should be made the ve- 
hicle for carrying the lion’s share of the 
public relief burden was never made 
clear. But it was generally understood 
that there would be less publicity and 
less argument about it if it were done 
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that way. If a direct tax to support an 
appropriation for that purpose was 
levied on the general public, the public 
would ask too many questions. Hence 
the recourse to Taxation without Real- 
ization. 

Since 1937, unemployment has been 
replaced by labor shortage in New 
York and elsewhere. Was the tax 
thereupon taken off? It was not! The 
same old taxes go on and on. 

The 1937 bill specifically provided 
that the utilities had to “absorb” this 
tax, meaning that they should not pass 
it on to their customers. But that was 
merely a cover-up to kid the public. In 
effect, that merely prevents the utilities 
from marking the tax off on their bills, 
so that the customers recognize it. The 
tax is still an “operating expense” ; and 
utilities are still allowed under law to 
charge rates sufficient to cover all costs 
of operation, plus a reasonable return 


OCT. 26, 1944 





PUBLIC UTILITIES FORTNIGHTLY 


on their investment. When the New 
York utilities applied for rate increases 
to take care of these extra taxes, the 
regulatory authorities granted them. 

Since unemployment disappeared, 
New York state and cities have been 
collecting this tax for “debt retirement 
and other financial matters.” New 
York city, for example, cannot operate 
its own public utility business—the 
subways—profitably. The tubes go into 
the red every year. This means that the 
city is taxing its privately owned utili- 
ties (which operate in the black) in or- 
der to subsidize, in part, the deficits run 
up by its own tax-exempt and tax-eat- 
ing enterprise. 


geen owned and operated utili- 
ties, of course, in New York and 
elsewhere are notorious tax dodgers. 
They are either entirely exempt, or pay 
but a small token of comparable Fed- 
eral, state, and local taxes which pri- 
vately owned and operated utilities 
must pay. The politician doesn’t even 
try to justify this discrimination any 
more. But it means that citizens of New 
York, Chicago, and other places where 
utility service is a private enterprise 
must bear, through rates, an unfair 
share of the tax burden which the citi- 
zens of Los Angeles and Seattle escape, 
because of government utility operation 
in those communities. 

But we have not finished yet with 
our telephone bill. In truth, the most 
absurd cut of all has been saved until 
last. It is simply this: Do you know 
telephone companies in New York 
‘cities have to pay a real estate tax on 
the telephone instrument located in the 
homes of their subscribers or in their 
places of business? Granted it sounds 
crazy, in view of the fact that the sub- 


scriber (or his landlord, if he rents or 
leases) is already paying real estate 
taxes on such premises. That’s the law. 

Just how much this extra tax 
amounts to on our hypothetical tele- 


- phone bill would be difficult to figure 


out, because local assessments and rates 
vary in different communities. But in 
the city of Syracuse alone, the extra 
assessed valuation for this tax, sus- 
tained by the state courts, on tele- 
phones, bell boxes, lead-in wires, and 
other items located on the subscriber’s 
premises, amounted to $700,000—a 
sizable stack of chips in any league. 
Subtracting the per customer share of 
this tax might conceivably cut our total 
telephone bill down to $3.50—out of 
the original $4.85 which you pay 
through the cashier’s window of your 
telephone company. 


he may well wonder just how this 
real estate tax on items located on 
somebody else’s property can be justi- 
fied. Take a look at your telephone. 
Does it look like real estate # (Even if 
it did, of course, remember you are al- 
ready paying real estate taxes on your 
premises.) Lift it up. It weighs maybe 
three pounds. It is connected with a 
small, light bell box (four pounds), 
attached to the house with a couple of 
screws. A light stapled wire runs out 
to the drop wire connection. That’s all 
there is to it. 

If that’s real estate, so’s your wife’s 
curling iron. So is your mechanical re- 
frigerator which is bigger, heavier, and 
more firmly affixed to the realty. So are 
your radio, vacuum cleaner, electric 
iron, and other appliances. So are the 
gas, electric, and water meters owned 
by other utility companies. But the law 
says none of these things are real es- 
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tate. The law does not even say the tele- 
phone instrument is real estate—in so 
many words. The law merely says that 
the telephone is subject to a real estate 
tax—or so the courts have held—in 
construing an old 1881 tax statute, 
which no member of the legislature in 
his right mind ever intended should 
have such a construction. 

In this case, it must be conceded that 
the legislature was a bit careless with 
its language when it said that “all tele- 
graph lines, wires, poles, and appur- 
tenances” should be classified as tax- 
able real estate. It was obviously trying 
to make sure that telegraph, and, sub- 
sequently, telephone companies were 
taxed on the equipment affixed to their 
own realty. This was, doubtless, be- 
cause such pole lines constitute an ex- 
tra property value, and in some places 
a traffic hazard, over and above the 
ground on which they stand. And, al- 
though there is no record that a tele- 
phone pole ever struck a motorist ex- 
cept in self-defense, telephone compa- 
nies generally have never contested the 
real estate tax on such a basis. The 
basis, of course, is the old common-law 
theory that property permanently af- 
fixed to the realty becomes part there- 
of. Thus, if you build a house on your 
neighbor’s land, he gets the title—and 
the tax bill. But the way the city politi- 
cians (backed by New York courts) 
have twisted this theory in construing 
the word “appurtenances,” must make 
Blackstone spin around in his grave 
like a pinwheel. 


ly seems that city taxing authorities, 
always alert for just such an open- 
ing, first seized on “appurtenances” to 
include switchboards, even those lo- 
cated on leased or rented premises. 
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Well, a switchboard is a pretty heavy 
piece of furniture, in most telephone 
company exchanges. You can’t move 
it as easily as the grand piano, when the 
wife decides to change things around 
in the living room. So the courts 
okayed the tax on switchboards. 

This got the politician off on another 
line of thought. How about the wires 
leading from the switchboards? They 
followed the lines out into the streets, 
down under the streets, onto the cus- 
tomer’s premises, and right into his 
very house. Result: a real estate tax 
on your telephone instrument! The 
courts, having been pushed that far 
along by their own precedent, went the 
rest of the way. The decision was a 
curiosity piece. The justices solemnly 
held that even though a telephone set 
itself is not real estate, it is? neverthe- 
less, subject to a real estate tax. Why? 
Because it is connected by a wire, which 
may run several miles, to the central 
station of the telephone company ! 

In order to arrive at this conclusion 
it was necessary for the New York 
Court of Appeals to avoid overruling 
itself by drawing a distinction so fine 
a good many lawyers still can’t see it 
with high-powered glasses. The court 
distinguished between electric wires, 
meters, etc., on the customer’s premises 
and telephone wires and instruments, 
because an earlier decision had ruled 
that electric facilities are not subject to 
real estate tax. By similar reasoning 
you might be taxed for fixtures on your 
neighbor’s garage, merely because the 
maid has strung a clothesline across 
your back yard to a pole attached to the 
garage roof. 


T has never been suggested that pub- 
lic utilities should be let off for one 
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cent of real estate, personal property, 
franchise, or other taxes which they 
pay—and they pay plenty. The New 
York Telephone Company (Bell) alone 
in 1943 paid $61,900,000 in various 
taxes, an increase of $8,900,000, or 
about 17 per cent increase over the pre- 
ceding year. These taxes averaged 
$20.73 per year for each telephone in- 
strument in service. In addition, the 
company turned over to various taxing 
authorities some $30,000,000 in taxes 
on toll messages and other special 
levies. 
It is only when the utility is used as 
a front for concealed taxation that the 
citizen has a real complaint. Public util- 
ity men have grown so used to being 
made the goat for politicians trying to 
dodge their true responsibility for jus- 
tifying and collecting taxes that many 
of them don’t put up any argument 
about these tactics. Some utility men 
even wonder if the role of tax collector 
will not eventually give them a sort of 
immunity from the threat of eventual 
public ownership. The reasoning along 
that line is that private utilities will 
become such valuable tax collectors that 
the politicians could not get along 
without them—which they would have 
to do if public ownership took over. 
But most utility executives and em- 
ployees, who have a real pride in the 
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fine tradition of American public serv- 
ice, resent this parasitic growth of taxa- 
tion which chokes the full and abundant 
use of utility service by the public. 
They scorn the rdle of Publican, with 
its mean security, content to live on the 
crumbs which politicians allow to be 
kept out of the enforced collections 
from an unsuspecting public. It was not 
for this, they reason, that the inventive 
genius of Thomas Alva Edison, Alex- 
ander Graham Bell, and others labored 
to bring forth the modern miracles of 
utility service. The utility “career” peo- 
ple look forward to a postwar expan- 
sion in their business, which will bring 
more and better service at cheaper rates 
to an ever-increasing number of cus- 
tomers. 


Suz of these public utilities have 
actually managed to absorb these 
tax levies by sacrifices at the expense 


.of the investor, which isn’t a fair thing 


either. At best, this means that possible 
rate reductions are being withheld from 
the public. It is not generally realized 
perhaps that with the price of just 
about everything else going up since 
the war began, including taxes, wages, 
and prices of materials which utility 
companies themselves must pay, rates 
for public utility service have not in- 
creased and that in some instances they 


cially powerful Bell system. It is not generally realized that 


q “Most people ... think of the telephone business as the finan- 


49 per cent of the communities in New York state are served 
by little independent telephone companies, for the most part 
owned and operated by local people. Such statistics as are 
available for the year 1942 show that out of 106 of the 156 
independent telephone-companies, 69 of these companies 
paid no dividends, while the earnings of 27 of them were 


actually in the red.” 
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have actually gone down since Pearl 
Harbor. And you don’t need any ra- 
tion books, either, for utility service. 

State and city tax officials are nat- 
urally going to fight any move to cor- 
rect such tax inequities and to prevent 
the public from waking up. They know 
that any move in this direction would 
probably mean that certain fat char- 
acters in city hall, who have been rid- 
ing comfortably on a gravy train, will 
have to get off and go to work for a 
living. They don’t like to let go of such 
a sweet thing. City hall politicians have 
been notoriously successful in passing 
the hat and keeping a tight hold of the 
proceeds. They stick together pretty 
well too, whether it’s a case of going 
down to Washington with smoked 
glasses and a tin cup begging for a 
handout from the Federal government, 
or sending up a propaganda smoke 
screen about the “vested interests” and 
Wall Street “trusts” to-keep the pub- 
lic eye off the tax ball. 

Most people, for example, think of 
the telephone business as the financially 
powerful Beli system. It is not generally 
realized that 49 per cent of the com- 
munities in New York state are served 
by little independent telephone compa- 


nies, for the most part owned and op- 
erated by local people. Such statistics 
as are available for the year 1942 show 
that out of 106 of the 156 independent 
telephone companies, 69 of these com- 


panies paid no dividends, while the 


earnings of 27 of them were actually in 
the red. Needless to say, the end of this 
route is a collapse of service unless 
some relief is forthcoming. 


oo there is some evi- 
dence that the people are waking 
up. When they do, there are going to 
be some changes made around the state 
capitals of the nation. In short, when 
the people realize what a job has been 
done on them, they are going to reach 
for a ball bat. Smart legislators will be 
among the first to scourge the parasites 
out of the state capitals and city halls 
by writing or rewriting tax legislation 
that will put the tax responsibility 
where it belongs. An indignant and 
awakened public opinion is going to 
make itself heard and felt. You can’t 
keep from all of the people, all of the 
time, the plain truth that if “taxation 
without representation is tyranny,” 
taxation without realization is legal- 
ized larceny. 





a 





A True Public Servant 


M Rs. JoHN HuGueEs worried the entire 125 miles from Lan- 

caster, Pennsylvania, to Newark, New Jersey, trying to 
remember whether she had left the gas burner on in her house. 
Finally, to ease her mind, she called the Lancaster police de- 
partment and asked them to check up for her. It was a good 
thing, for the gas was still burning; but the kindly cops turned 
it off. Just part of the routine of a policeman’s day. 
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The “Helie”-Hopper Is Coming 


Its ability to take off and to land where other air- 
craft cannot promises a great field of usefulness, 
says the author, when the war is over. 


By ROBERT M. HYATT 


ou step aboard the strange wing- 
Yies craft. Your destination is a 

small inland town fifty-odd miles 
off the beaten track. You have just 
flown into this terminal on the regular 
air-liner route from the East. The 
bizarre air bus you now enter meets all 
the air-liners and busses. 

The pilot starts his engine. Shadows 
begin revolving on the ground as the 
huge overhead rotor starts swinging 
slowly. You’re hardly conscious of the 
movement, but suddenly the landing 
field is dropping away below you. 

With increasing speed you rise ver- 
tically until the airport is a miniature 
square far below. Then you are mov- 
ing forward at 50—90—150 miles an 
hour, in comparative silence. 

A few minutes later you are setting 
down on your home town landing port 
—an area scarcely 50-feet square and 
a recent innovation. 

A dream? No. You’ve just flown in 
a helicopter, aviation’s most unique 
craft, and the newest addition to air 
travel. 
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You may, much sooner than you 
think, be hopping “helies” almost as 
frequently as you now ride in planes or 
land vehicles. Because helicopters, liter- 
ally hundreds of them, are expected to 
be in operation after the war over pres- 
ent motorbus routes throughout the 
country—as “feeder” lines to isolated 
communities and air taxi service to and 
from airports. 

There is ample need for such a serv- 
ice. Prior to Pearl Harbor, the nation’s 
air-lines provided direct service to only 
240 of the 3,464 U.S. communities 
having a population of 2,500 or more 
(count based on 1940 census). And of 
those 240 stops, only 40 were in cities 
of less than 10,000 population. 

A present, some 90,000,000 per- 

sons in this country do not 
receive convenient or direct service 
from existing air lines. Persons resid- 
ing in smaller cities and rural communi- 
ties who desire air transportation are 
required to spend much time in ground 
travel to airports. Even for those in 
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metropolitan centers, the time required 
in reaching a suburban airport is often 
as great as that involved in a 200-mile 
flight. The average ground time spent 
between city and airport is one hour 
and twenty minutes—forty minutes 
each way! 

The business districts of New York 
and Boston are each thirty-five min- 
utes from their airports. Los Angeles, 
aviation capital of the nation, is fifty- 
five minutes from its municipal port. 

The postwar expansion of air travel 
will be rapid. Old flying fears harbored 
by the general public are vanishing. 
Thousands of returning aviators will 
insist upon air travel. To tap this great 
potential market we must have a sys- 
tem of local air bus lines. 

On June 14, 1943, one of the largest 
transcontinental motorbus lines in the 
nation made application to the Civil 
Aeronautics Board for permission to 
operate helicopters over nearly 50,- 
000 of the 63,000 miles of routes 
now being traveled by its busses. Many 
other companies have applied for simi- 


lar permission. 
it is a pretty safe bet that such char- 
ters will be granted if not to this ap- 
plicant—then to some others. A selec- 
tivity of travel unknown at the pres- 
ent time will thus be provided. Such a 
system will assure the continuance of 
any journey without undue delay in the 
event of weather conditions which 
might affect bus or air-liner travel. 
Helicopters are notoriously ‘‘weather- 
proof.” 

The most novel feature of the pro- 
posed system is the plan to adapt exist- 
ing bus terminals close to central sec- 
tions of cities and towns as landing 
fields and maintenance hangars. 


THE “HELIE”-HOPPER IS COMING 





With helicopters shuttling every- 
where, air travel will be no farther 
away than your nearest bus station— 
rarely more than a few minutes’ ride 
by private car or taxi. 

Just as motorbusses can make fre- 
quent stops without loss of operating 
efficiency to serve small communities, 
so will helicopters be able to maintain 
schedules providing for landings at 
comparatively short distances. 

The helicopter is ideally adapted for 
aerial bus transportation of passengers 
and light cargo not only because it as- 
cends and descends vertically, but be- 
cause its landing speed can be as little 
as one foot per minute. It can hang 
motionless in the air. It can land in per- 
fect safety in dense fog or storm. In 
case of motor failure, the pilot merely 
disengages the rotor blades from the 
engine and they serve as a swiftly ro- 
tating parachute for the whole plane, 
allowing it to float gently to the ground. 


HE ability of the helicopter to land 

where other aircraft cannot makes 
it useful for a wide variety of purposes. 
The new Army “helie,” for instance, 
can be used in ambulance service im- 
possible for other craft. It can land or 
take off without danger in soft mud 
and flooded terrain, in deep snow and 
cramped forest regions. 

In air mail use it could speed delivery 
by carrying the mail directly from air- 
port to post offices in central areas of 
cities. Landings would not be essential, 
because today’s helicopter has the abil- 
ity to pick up or deliver cargoes while 
hovering in mid-air, 

As far back as May 25, 1935, it was 
clearly demonstrated that the rotor type 
of plane could land on the flat roof of 
Philadelphia’s downtown post office. 
OCT, 26, 1944 
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Aerial Bus Transportation 


74 HE helicopter is ideally adapted for aerial bus transportation of 

passengers and light cargo not only because it ascends and de- 
scends vertically, but because its landing speed can be as little as one foot 
per minute. It can hang motionless in the air. It can land in perfect safety 
in dense fog or storm. In case of motor failure, the pilot merely disengages 
the rotor blades from the engine and they serve as a swiftly rotating 
parachute for the whole plane, allowing it to float gently to the ground.” 





This led to a detailed study of the pos- 
sibilities of short-haul mail services to 
reduce delivery time. 

In the spring of 1939, Eastern Air- 
lines, working under an experimental 
mail contract, set up the first mail shut- 
tle service between the Philadelphia 
Post Office and Camden airport. Using 
a rotor plane, it was possible to cut the 
transfer time of mail between airport 
and post office from an average of 
forty-five to fifty minutes down to ten 
to twelve minutes. The service operated 
successfully in all kinds of weather, 
whereas conventional aircraft would 
several times have been grounded. 


UCH men as William B. Stout, who 
designed the first all-metal plane 
and the famous old Ford trimotor 
ships, and Andrew Jackson Higgins, 
shipbuilder of New Orleans, visualize 


great possibilities in postwar helicopter 
lines. Stout has made the prediction 
that in less than three years after the 
war, thousands of garages will house 
“flyable autos” —light-weight, low-cost 
family planes that can be driven over 
the surface like a car, or through the 
air as a plane. 

Higgins already is working on de- 
signs for a sensational type of heli- 
copter which has attracted the attention 
of the War Department. 

J. R. Fredland, an instructor at the 
U. S. Naval Academy, writing for the 
authoritative U. S. Naval Proceedings, 
points out the use of helicopters in com- 
bating enemy submarines: 

“The helicopter already developed 
can land and take off in an area barely 
larger than the diameter of its rotors. 
Even the most heavily loaded freighter 
can afford to swap 25 feet of open deck 
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THE “HELIE”-HOPPER IS COMING 


space for the advantage of air protec- 
tion from lurking submarines. The 
helicopter is easily piloted. It can carry 
antisubmarine bombs or depth charges ; 
above all, it can be flown from a post- 
age-stamp-size flight deck. It combines 
the features of a blimp with more de- 
sirable compactness and needs only one 
man as a crew.” 


QUIPPING cargo vessels with heli- 
copters would greatly relieve the 
drain on armed naval ships for convoy 
duty. Naturally, every Navy vessel re- 
leased from convoy service means that 
naval task forces may be increased just 
that much more. 

Various surveys indicate the major- 
ity of persons who intend to own a 
plane after the war favor helicopters. 
They say in Washington, D. C., that 
next to working for the government 
the favorite pasttime is submitting a 
design for a “flying windmill” or filing 


application for a “‘helie” air service 
with the Civil Aeronautics Board. 

Among the many unique applica- 
tions is one for a sight-seeing route 
over the Grand Canyon with “hourly 
helicopter elevator service from the top 
to the bottom of the canyon.” 

Another request asks for permission 
to establish helicopter routes from a 
Boston store to the roofs of branch 
stores throughout New England. 

A Fort Worth (Texas) undertak- 
ing firm has applied for a permit to fly 
funeral parties in helicopters as a regu- 
lar service ; a Los Angeles cemetery has 
nearly completed its own “helie” field 
for funeral processions that are ex- 
pected soon to arrive and depart by air. 

Los Padres National Forest, in Cali- 
fornia, plans to use helicopters for fire 
prevention and suppression, according 
to Supervisor S. A. Nash-Boulden. 

Yes, the future of the “helie” looks 
good, thank you! 





at nye ought to be discussed at the peace table and not 
just politics, spheres of influence, and economic rights— 


the kind of science that will really usher in a new order. Science 
has never had more than half a chance. It has had to develop 
in the face of frustration, even of downright suppression. Let 
us then at the peace table organize research on a world-wide 
scale with the intention of raising all countries to a single high 
intellectual and economic level, of giving all peoples a common 
outlook, and of thus preparing them for the acceptance of a 
single political order. We need experience in thinking and act- 
ing together if we are to convince ourselves that more is to be 
gained by regarding the land, the sea, and the air as a whole than 
by regions and countries.” 

—WALDEMAR KAEMPFFERT, 

Author. 
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Wire and Wireless 
Communication 


e ies telephone industry apparently is 

in for an interesting experience in 
its requests for allocations of radio fre- 
quencies to take care of present or ex- 
pected radiotelephone developments re- 
sulting in new telephone services by the 
telephone industry. These requests, in 
the form of recommendations, were 
made along with the numerous other 
radio frequency applicants (including 
television) to be subject to testimony at 
hearings currently held by the Federal 
Communications Commission. These 
hearings will, in turn, determine the 
FCC’s own recommendation for the al- 
location of various uses of the radio spec- 
trum to be filed with the State Depart- 
ment for formulation into an American 
radio allocation program to be finally 
submitted to a forthcoming international 
telecommunications conference. 

The telephone industry is seeking to 
establish in these proceedings the need 
for reservations of various frequencies 
of the radio spectrum to be used now or 
in the future for various purposes by the 
telephone industry. The purposes for 
which the telephone industry is asking 
these radio frequency allocations are as 
follows: (1) emergency telephone serv- 
ice; (2) short-haul toll; (3) long-haul 
toll; (4) local and area-wide mobile 
radiotelephone service (for connection 
with ships, autos, trucks, trains, etc.) ; 
(5) special rural telephone service. 

Generally speaking, the frequencies 
sought by the telephone industry for these 
purposes do not lie in that part of the 


spectrum which would substantially con- 
flict with the interests of the television 
broadcasting industry, although it is a 
little difficult to tell the competitive fac- 
tor because of the uncertainty as to just 
where the television people are going to 
land finally on the spectrum. There is 
talk of moving them up into the shorter 
waves, But whatever is done there has 
been no real quarrel between the tele- 
phone technicians and the television tech- 
nicians to date. 


N October 4th F, M. Ryan, was 
O called as a witness on behalf of the 
American Telephone and Telegraph 
Company. Ryan simply wanted to pre- 
sent a statement for the Bell system as 
to frequencies required for ship-shore 
radiotelephone services, but was, evi- 
dently, not expecting to go very much, 
if at all, into the other radiotelephone 
uses, particularly the “mobile” telephone 
or so-called “automobile” telephone. 

Commissioner Jett, however, asked 
some technical questions about certain 
“mobile” radiotelephone frequency rec- 
ommendations, whereupon Chairman Fly 
of the FCC entered the discussion as fol- 
lows: 

THE CHAIRMAN: Why do you need tele- 

phone service to traffic on the streets? 

THe Witness (Mr. Ryan): Well, that 

is getting into a different phase of it, but 

it is a good question. } 

THE CHAIRMAN: Why can’t they get in- 

to a corner drugstore? 

THE Witness: They can, but the fellow 
at a fixed location that wants to get the 
car, can't get it that way. And, you take 
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doctors, for example, I think it could be 
established on a reasonable basis, it would 
be very important to them. It is important 
to utilities, it would be a way to reach their 
people. And also for emergencies, in case 
of life and death. 

THE CHAIRMAN: I wonder how impor- 
tant it is. You may be talking about con- 
venience, but are you talking about im- 
portance? 

Tue Witness: I think it is a degree of 
importance that is certainly as great as many 
of the other things they use radio for. 

Tue CHAIRMAN: As great as interna- 
tional broadcasting, you think? 

THE Witness: I wouldn’t be well enough 
informed to evaluate the relative impor- 
tance of that. There are so many factors 
of international policy that enter into it that 
I don’t know about. 

THE CHAIRMAN: It is more important 
than saving a person the trouble of walk- 
ing across the street to telephone. 

Tue Witness: If he is in a motor car 
it isn’t so important, but it is the fellow in 
the dispatcher’s office, or in the doctor’s of- 
fice, somebody wants to get a person. And 
there are times when you can’t get to a tele- 
phone. You take during the night hours, 
even though there are many public pay 
stations, they are not always open, and peo- 
ple are up at those hours handling emer- 
gency things, And transport trucks use it. 

THE CHAIRMAN: If you are going to 
meet all those conceivable emergencies, then 
everybody is going to have to run around 
with a transmitter and receiver in his vest 
pocket, We all have those emergencies, you 
know. Maybe we are coming to that, but Iam 
wondering how important it is. As a part of 
that system you will have all the people run- 
ning around the streets with that equipment. 

Tne Witness: I believe that there is a 
middle-of-the-road course called for in most 
things. That is, you can go to one extreme 
or the other. The idea of every man carry- 
ing his own telephone and being able to com- 
municate with any other man on foot or on 
horseback, it may come some time, but I can’t 
vision it coming within the life of any of us. 

On the other hand, I feel this way about 
it, I don’t envisage most private cars being 
equipped, I don’t think the expense would 
justify it in most instances, but I envisage 
that for many kinds of service in business 
enterprise they would use it, and that it is a 
good middie-of-the-road course, 

Moreover, I feel that a lot of our men 
in the service, that have experienced the 
utility of the radio in mobile situations 
abroad, coming back would rather be sur- 
prised that we would question such a thing. 
I think they would feel that it was just 
one of the things that would naturally come 
about. 

Tue CHAIRMAN: That is one of the things 


ache, those fellows coming back from 
abroad and thinking they are going to have 
radio communications in their vest pocket. 


Present at the meeting were Commis- 
sioners Walker, Case, Wakefield, Durr, 
and Jett. With the exception of Com- 
missioner Jett, who asked the witness 
more or less technical questions, none of 
the other commissioners had any ques- 
tions for the American Telephone and 
Telegraph witness. 


HAIRMAN Fly again asked Mr. Ryan 

what was the most “urgent” need 
for the so-called “urban mobile” tele- 
phone service. Ryan suggested that pub- 
lic utilities (referring to power, gas, and 
other utilities which might require com- 
munication between central stations and 
repair crews of trucks) and doctors 
might have the most pressing need for 
mobile telephone service. Whereupon 
Chairman Fly stated: 


THE CuHatRMAN: A doctor spends his 
time on the streets, he is going to see a pa- 
tient, and if he is orderly in his business 
he leaves a number at his office where he can 
be reached, and you telephone his office— 
and he doesn’t want to talk to you anyway 
and you can’t find out what the number is. 
I don’t see how the doctor is going to need 
it very much. He is not on patrol. He is 
going from point to point, from telephone 
to telephone. 

What is your next urgent one? 

Tue Witness: I believe that the use by 
people engaged in general trucking enter- 
prises would be one of the important uses. 

THE CHAIRMAN: City? 

Tue Witness: Yes, I think the city thing 
would be useful. 

THE CHAIRMAN: I am not talking about 
convenience. I am talking about urgent need. 
How is it going to work with trucks? 

THE WITNESS: Well, we can get along 
without bathtubs, you know. 

Tue CHAIRMAN: A lot of people do. 

Tue Witness: In fact, I expect we could 
get along without about 90 per cent of the 
things we have. 

THE CHAIRMAN: But there are some 
things in this radio picture that it is going 
to be most difficult for us to get along with- 
out. 

Tue Wrrness: You can make more fre- 
quencies than you can bathtubs, 

Tue CHARMAN: We are looking for 
some soft spot in here where the thing ts 
going to give way, and I am wondering if 
we haven't hit it right here. (Emphasis sup- 


that is going to give us the biggest head- plied.) 
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HE United States Independent Tele- 
phone Association, as well as the 
Bell system companies, were scheduled 
to be heard before the allocation hear- 
ings are concluded. Some idea of what 
the telephone industry is seeking on the 
radio spectrum can be seen in the follow- 
ing digest of recommendations for radio 
frequency allocation to radiotelephone 
usage: 
40 channels for short-haul toll (half 
would range from 148 to 151 mc. and the 


other half from 163.5 to 166.2 mc.) 
6 channels for emergency (167.75 to 168 


mc.) 

40 channels for long-haul toll (very high 
on the spectrum—plenty of room) 

188 channels for local mobile radio tele- 
phone (ranging from 148 to 183 mc.— 
shared somewhat with toll) 

32 channels for highway or area mobile 
(ranging from 180 to 185 mc.) 

60 channels for remote control and short 
haul (in the 156 to 162 mc. range) 

40 channels for rural phones (scattered 
through the 151 to 183 mc. range) 


During the examination of Mr. Ryan, 
the Bell witness, possible conflict be- 


tween these proposed radiotelephone us- 
ages and future television broadcast us- 
age was discussed. Taken altogether, the 
proposed radiotelephone frequencies 
would be only an infinitesimal fraction of 
total frequencies proposed for television 
broadcast. A single television channel 
requires 6,000 frequencies and recom- 
mendations have been made for a tele- 
vision reservation of anywhere from 18 
to 26 television channels on the radio 
spectrum. Since these television chan- 
nels must be spaced alternately, this 
would mean an allowance for from 9 to 
13 television programs, which could be 
received simultaneously in the same re- 
ception area. 

At present, ordinary radio receiving 
sets, as used by the average radio listener, 
do not regularly tune into more than a 
half-dozen local radio programs in the 
same area—generally three or four net- 
works and a couple of local independent 
stations. Incidentally, television recep- 
tion, by its very nature, would have to be 
limited to local reception for the average 
set. Long-distance tuning would be out 
of the question. It is generally expected 
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that the FCC will ‘approve the Bell 
telephone system plans to extend its 
radiotelephone service after the war to 
overseas carriers and off-shore and har- 
bor shipping. Testimony remained to be 
developed on the subject of possible uses 
of radio for rural telephones. 

But the nature of the examination of 
the Bell witness indicated above raised 
the possibility (suggested by Commis- 
sioner Jett) that the telephone industry’s 
ambitions toward servicing automobiles, 
trucks, and other mobile users with radio- 
telephone service might be banished to 
the higher realm of the radio spectrum 
(above 1,000 megacycles), where there 
is still plenty of available space. How- 
ever, the radio waves at that end of the 
spectrum are so short as to present tech- 
nical difficulties which might render mo- 
bile radio service impracticable. 


* * * x 


COMPREHENSIVE outlook of the post- 

war problems of the telephone in- 
dustry was contained in a memorandum 
report of the committee of “postwar 
plans and war activity,” submitted to the 
recent national convention of the United 
States Independent Telephone Associa- 
tion in Chicago, October 10th to 12th. 
This committee, headed by E. C. Blo- 
meyer, covered ten different postwar 
problems: government controls, inde- 
pendent manufacturing, surplus govern- 
ment equipment, growth, postwar earn- 
ings and rates, taxes, farm telephones, 
pensions and retirements, technological 
improvements, depreciation. 

Under “government controls,” the 
committee pointed out that notwithstand- 
ing recent announcement of the War 
Production Board of a broad plan for 
relaxation of its control over production 
of civil equipment at the end of the Euro- 
pean war, the telephone industry will 
have no priorities on materials, man 
power, etc., as against other industries. 
It would also have a considerable back- 
log of unfilled orders. 

Thus, with respect to “independent 
manufacturing,” the committee believed 
that “managements of operating com- 
panies should not count upon any great 
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quantities of new telephone equipment 
being made available to them immedi- 
ately or even very soon after the war in 
Europe ends, although the amount avail- 
able will, we believe, increase as the Jap- 
anese war nears its end.” The committee 
observed that “surplus government 
equipment,” because of the specialized 
nature of military use and the probability 
that much of the government’s com- 
munication facilities will be used in the 
rehabilitation of devastated war areas, 
will not amount to as much, for purposes 
of the American commercial market, as 
might have been supposed. 


NDER “growth” the committee said 

that “possibilities exist for a large 
postwar growth in telephone stations 
over a long term.” Its statistical review 
indicated that “net gain or net loss” after 
peace will be a local issue, depending on 
the extent of local promotional activity. 
It recommended that all independent 
companies “plan and organize now to 
sell telephone service.” The memoran- 
dum reported that telephone companies 
in 1943 had the highest gross revenue in 
their history, amounting to $117,000,000 
for class A and B companies, more than 
$40,000,000 in excess of 1939, the last 
truly prewar year, It was stressed, how- 
ever, that there was “potential danger” 
in the telephone earnings situation in the 
postwar years which because of the in- 
creasing tax trend heavily depends on 
toll revenue (which may decline with the 
coming of peace). 

It was recommended that telephone ex- 
change rates “must be raised so as to 
take their full share of the increase of 
expenses that have come about during 
and that will remain after the war pe- 
riod”—in many cases at least. 

Regarding taxes, the committee ven- 
tured the belief that excess profits taxes 
would be repealed after the Japanese 
war if not ameliorated before then, and 
certain other nuisance taxes abolished. 
The awakened movement towards reliev- 
ing business corporations from the pres- 
ent duplicate tax setup is generally re- 
garded as a hopeful sign. The commit- 
tee pointed with particular emphasis to 


the necessity for finding the “solution 
to the farm telephone problem” before 
some’ government agency, such as the 
REA, does so in a way which might be 
inimical to the interests of the telephone 
industry. It referred to recent discus- 
sions of the possibilities that the Federal 
government might interest itself in ex- 
tending telephone service to rural areas 
after the war. (See “What Others 
Think” disctission, page 567, this issue.) 

In addition to Chairman Blomeyer, 
other members of the committee were 
R. A. Lumpkin, W. M. Angle, H. V. 
Bozell, C. D. Brorein, Alden Hart, R. A. 
Phillips, John R, Porter, Lloyd Wright. 


a of rural telephone service 
and application of new ideas in te- 
lephony were offered in an address to the 
convention on October 11th by Walter 
S. Gifford, president of the American 
Telephone and Telegraph Company, as 
postwar projects for the industry. Mr. 
Gifford said rural service was not devel- 
oped so far as the industry would like, 
and he suggested that it unite on the 
problem of finding ways and means to 
furnish satisfactory telephone service 
for farmers at a cost that more of them 
could afford. 

“Fortunately,” he added, “there are 
developments in sight that make it look 
as if this could be done.” 

One of the chief problems facing tele- 
phone companies, Mr. Gifford declared, 
was competition for new capital. He 
pointed out that telephone service re- 
quired considerable physical equipment 
that must be paid for, making the capital 
requirements heavy. He said: 


The telephone business must earn, year 
in and year out, enough so that those with 
capital to invest will want to put it into this 
industry. Certainly here we have lively com- 
petition for the investor’s dollar, and right 
here we are confronted with the problem of 
reguiation, 

Prices for telephone service are very 
properly regulated, but they must be ade- 
quate to pay all the costs involved in giving 
good service. We in the industry must con- 
vince regulatory bodies that it is against 
the public interest, and against the interests 
of the telephone users in particular, to be so 
niggardly on this question of return that the 
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financial soundness of the industry and its 
ability to secure the necessary funds for in- 
vestment are weakened. 

Certainly we can’t succeed uniess our 
earnings are comparable to those of other 
industries. This applies not only to the 
larger telephone companies but also to those 
companies where the manager and owner is 
one and the same. 


Mr. Gifford praised the efforts of 
telephone companies to meet the require- 
ments of the armed services for rapid 
expansion of facilities to 3,300 camps, 
arsenals, shipyards, and government- 
financed war plants. He reported that 
in the last four years the number of 
telephones had jumped 5,000,000 and 
that in three years the volume of traffic 
over the longer routes had tripled. 


HARLES F., Mason of Santa Monica, 
California, president of the United 
States Independent Telephone Associa- 
tion, also addressing its forty-eighth an- 
nual convention, said that the principle 
of the “walkie-talkie” radiophone used 
in Army field communications was being 
developed for peacetime use to provide 
telephone service to the most remote 
regions of the world. 

Chief beneficiaries of such radiotele- 
phone improvements would be farmers 
in isolated areas, Mr. Mason said, as 
many were without service because it 
was poor economy for the telephone com- 
panies to string miles of wires on poles. 
He explained that with the new radio 
arrangement a farmer always would be 
tuned to the nearest telephone exchange, 
where his call would be relayed. 


* * *K 


ERSISTENT rumors that Chairman 

James Lawrence Fly will shortly 
leave the Federal Communications Com- 
mission, as well as the fact that President 
Roosevelt is expected to fill the present 
FCC vacancy left by the expiration of 
the term of former Commissioner T. A. 
M. Craven, have led to renewed specula- 
tion as to probable appointees to that 
board, In its issue of October 9th the 
radio magazine Broadcasting listed six 
“possibilities”: Paul A. Porter, director 
of publicity of the Democratic National 


Committee; J. Leonard Reinch, radio di- 
rector of the Democratic National Com- 
mittee; Julius A. (“Cap”) Krug, now 
chairman of the War Production Board 
but a former FCC expert; Leighton H. 
Peebles, chief of the WPB Communica- 
tions Division; Rosel H. Hyde, veteran 
FCC attorney and assistant general coun- 
sel of the commission in charge of broad- 
casting; John D. Biggers, president of 
the Libby-Owens-Ford Glass Company 
of Toledo, who has served in several 
temporary government capacities. 

Another possibility noted in telephone 
circles, as the result of his recent interest 
in rural telephone service, is the syndi- 
cated daily newspaper columnist, Lowell 
Mellett, who helped establish the Office 
of War Information and was until re- 
cently administrative assistant to Presi- 
dent Roosevelt. 

It is noteworthy, however, that the 
existing vacancy on the FCC, as well as 
other “openings” in various branches of 
the Federal government, are not being 
filled just now. Seasoned observers say 
the reason is twofold and follows an 
established pattern of political experi- 
ence: First, making appointments dur- 
ing a heated campaign, unless absolutely 
necessary, is likely to result in partisan 
controversy; second, such “openings” 
might be better conserved until after the 
election during a period when the admin- 
istration in power still has nearly two 
months in which to take care of election 
casualties among the various Congress- 
men and other candidates before the new 
Congress convenes. 


* * *K * 


HE War Labor Board early this 

month ordered Southern California 
Telephone Company to pay its 8,255 
traffic employees, which include tele- 
phone operators, $2 more a week and to 
make the increases retroactive to Sep- 
tember 1, 1943. Members of the in- 
dependent Federation of Telephone 
Workers were ordered to remain in the 
union for the duration of the contract 
between the union and the company, and 
a disputes arbitration plan was ordered 
to be set up. 
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Financial News 


and 
Comment 


By OWEN ELY 


American Power & Light 
Company 


(Series of holding company reviews.) 


MERICAN Power & Licut, subhold- 
ing company in the Electric Bond 
and Share system, obtained its 1943 par- 
ent company income as indicated in the 
accompanying table. However, such in- 
come ($8,942,549) was less than half of 
the system balance available, which 
amounted to $18,394,171. The company 
reported consolidated earnings of $8.51 
a share on the preferred stock and $1.81 
on the common, but on a parent company 
basis only $4.76 per share of preferred 
stock was “taken down.” 

While the company has been fighting 
the SEC dissolution order in the courts 
(its appeal to the Supreme Court, 
coupled with that of Electric Power & 
Light, is now on the calendar), it has 
been making preparations for a general 


recapitalization. The company has been 
gradually reducing its funded debt for a 
number of years, and in 1943 was per- 
mitted by the SEC to pay 106 for bonds, 
the price declining one-eighth each 
week. The premium represented the in- 
terest up to the date (approximately Sep- 
tember 1, 1944) when dissolution was 
expected. During 1943 $6,379,000 bonds 
were repurchased, but this year appar- 
ently only a little more than $2,000,000 
bonds have been retired. In July this 
year the company filed a new proposal, 
but this time only a few months’ interest 
was allowed as a premium and it is 
doubtful whether this plan has proven 
successful. To retire the approximate 
$37,800,000 debt the company has some 
$23,000,000 cash assets, and expects to 
realize over $11,000,000 from payment 
of Montana Power debentures and 
Glacier Production notes, and $5,000,000 
from the sale of Florida Power & Light 
debentures—a total of $39,000,000. 


e 


SOURCES OF 1943 INCOME, AMERICAN POWER & LIGHT 


Central Arizona Lt. & Power Co. ............. 
Florida Power @ Light Cos. co. ceseciseccces 
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In November, 1943, the company filed 
a plan with the SEC to give the two pre- 
ferred stocks 90 per cent in new com- 
mon, the remaining 10 per cent going to 
the old common. The $6 preferred is to 
receive 14 shares of common, the $5 pre- 
ferred 1 share, and each share of com- 
mon would be reclassified into .071307 
share of new stock. The SEC has not 
yet passed on this plan. 

Preferred dividend payments were 
regular up to 1932, but in later years 
(through 1942) only a portion of the 
dividends were paid, resulting in current 
arrears of $34.57 on the $6 stock and 
$28.81 on the $5. Obviously no further 
payments are likely pending retirement 
of the bonds and reclassification of the 
stock. 


Wo properties scattered through a 
; number of widely separated states, 
it appears obvious that the company will 
have difficulty conforming to the geo- 
graphical requirements of § 11 (assum- 
ing that the “death sentence” is upheld 
by the Supreme Court). However, with 


funded debt retired and an all-common 
stock structure effected, it will be a sim- 
ple matter to distribute a substantial part 
of the portfolio to stockholders, retain- 
ing such of the subsidiaries as will per- 
mit continued existence as a holding 
company. 

For the twelve months ended July 31st 
share earnings on the preferred stock 
were $8.06. Assuming that the $23,000,- 
000 cash assets could have been used to 
retire a like amount of 6 per cent bonds, 
net income would have been increased by 
$1,380,000 (unadjusted for income 
taxes) bringing share earnings to $8.84. 
Of this amount, the two issues of pre- 
ferred stock would retain (under the re- 
capitalization plan) 90 per cent. In terms 
of the new common stock (2,145,269 
shares) earnings would be about $7.31 a 
share. On this basis the $5 preferred 
(currently at 49) is selling at about 6.7 
times earnings. The $6 issue at 55 is 
selling at only 6.3 times earnings. It is 
to receive 120 per cent as much common 
as the $5. 

While substantial savings can doubt- 
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less be effected through subsidiary re- 
funding operations, these gains may be 
largely offset by future amortization of 
plant write-offs and contributions by the 
holding company to subsidiaries, etc. 


> 


Interim Utility Earnings 
Irregularly Lower 


UR tabulation of fourteen interim 
twelve months’ earnings reports of 
electric-gas operating companies shows 
eight declines and six increases, the 
average change being a decrease of less 
than 1 per cent in the balance available 
for common stock. The largest declines 
were for Philadelphia Electric (12 per 
cent) and Houston Lighting & Power 
(11 per cent), and the largest gain was 
14 per cent for Consolidated Gas of Bal- 
timore. Consolidated Edison’s June re- 
port showed a gain for the twelve months 
ended June of 5 per cent, but the three 
months’ report showed a jump of 71 per 
cent (65 cents as compared with 38 cents 
last year). Southern California Edison 
showed a sharp recovery of 74 per cent 
in its three months’ June report (52 cents 
against 30 cents). 

Among the gas companies, results 
were also irregular, with five declines 
against four gains. Brooklyn Union Gas 
showed a comeback of 22 per cent in its 
twelve months’ June report, and Lone 
Star Gas showed the same gain. Peo- 
ples Gas, on the other hand, dropped 25 
per cent and Washington Gas Light 23 
per cent. 

Among the holding companies there 
were a number of sharp changes. Amer- 
ican Water Works’ June report showed 
a decline of 31 per cent in net income for 
the common stock. Electric Power & 
Light’s decrease of 37 per cent was ap- 
parently due to sale of Idaho Power as 
well as a moderate decline in United Gas 
earnings. National Power & Light’s de- 
crease of 26 per cent (August report) 
was due substantially to sale of Houston 
Lighting. United Gas Improvement’s 
big decline was, of course, due to distri- 
bution of its principal holdings. Sys- 
tems showing gains included American 
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INTERIM EARNINGS REPORTS 


End of 12-month Period 3-month Period 
Period = Last Prev. Inc. % Last Prev. Inc. % 
Electric-gas Holding Companies 
American Gas & Elec. Consol. ........ July $2.27 $2.26 4% ... = a 
American Power & Lt. (pfd.) Consol. July 9.19 D12 $1.77 $2.17 DI18&8% 
American Water Works Consol. ...... June : 2 Dé * “dD oP 
Parent Co. June ‘ 17. D24 ~~ 
Columbia G. & E. Consol. .......cc00: June : 42 i All 
Com. & Southern (pfd.) Consol. ...... Aug. i 9.05 Di3 oe 
Elec. Bond & Share (pfd.) Parent Co. June 4. 4.24 9 “< 
Elec. Pr. & Lt. (Ist pfd.) Consol. .... June ; 1550 «=DaF 61:76 
Eng; Pub. Service Consol. ..c..cs000s. July d 1.51 32 us 
Parent Co. July i an 179 we 
Federal Lt:.& Trac. Consol. ......0+.+. June : 1.72 D6 .26 
Parent Co. Dec. 1.70 1.43 19 wa 
L. I. Lighting (pfd.) Parent Co. ...... June 3.83(c) 4.87(c) D21 
Middle West Corp. Consol. .......... June .59(d) .58(d) 2 
Nat. Br. Se EG COnsalocscicsesewcees Aug. 70 95 D26 
Niagara Hudson P. (pfd.) Consol. .... June 13.74 15.91 D8 


North American Co. Consol. .......... June 

Parent Co. Mar. 
Nor. States Pr. (Del.) (pfd.) Consol. June 
Ooden: Gorn: Parent CO: . ces ceccicvees June 


1.85 1.72 
1.30 1.18 
5.74 6.42 
12(d) .09(d) 


8 

10 
D10 
33 


Public Ser. Corp. of N. J. Consol. .... June  .63(d) .55(d) 14 
Std. Gas & Elec. (pr. pfd.) Consol. ... June — 12.70 .22 D4 
United Gas Improvement Parent Co. .. June .06 54 D89 
United) Ete & Rys: Consol, ccccessews .. June 1.58(b) 1.78 Dll 


Electric-gas Operating Companies 


Boston Edison June 
Centra: Wino E.G. 5. ness cccces June 
Commonwealth Edison Consol. ....... June 
COonmeb ts Ge POWER coos cers oecaccecs Aug. 
Cons: Edison N: Y. 'Congol. ...<0005. June 
Parent Co. June 
Cons. Gas ot Balto:.Consol. ...66. s+ Aug. 
Delaware Power & Light 
Derby Gas & Electric 
Detroit Edison Consol. < .sc oc ccccesss J 
Houston Lighting & Power 
Idaho Power 
Indianapolis P. & L. Consol. .......... Tune 
Pacific Gas & Elec. Consol. .......... June 
Philadelphia Electric June 
Public Service of Indiana ............ Aug. 
San Diewo Gas & Elec. ..c.ccccscssves July 
Southern California Edison Consol. ... June 


2.26 D7 
183 D3 
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Gas Companies 


Amer Et. & Trac: Conedl. occcceeceses June 1.41 54 Ds 
Brooklyn Union Gas June 2.34 1.92 Ze 
Consolidated Natural Gas June 3.19 oe /. 
E] Paso Natural Gas Consol. ......... June 1.91(d) 1.79(d) 7 

EGNG Stat GAS COMSOE sis icciccccccess June 85 70 22 

Oklahoma Natural Gas July 2.82 nas ie 

Pacific Lighting Consol. ....cccccseses June 3.50 x 12 - 
Peoples Gas Lt. & Coke Consol. ...... June 4.87 y D25_—s:11.08 
Southern Natural Gas Consol. ........ June 1.77 Y D4 ae 
United Gas Corp. (Ist pfd.) Consol... June 16.35 13 D10 3.79 
Washington Gas Light . Aug. 1.89 i D23 ig 


D—Deficit or decrease. (a) No provision made for liability under rate cuts and/or Detroit porno gs tax 


(in litigation), which might reduce earnings substantially. (b) Assuming dissolution plan of United Light 
& Power is consummated (appealed to Supreme Court). (c) After income appropriations for amortization. 


(d) Six months ended June 30th. 
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was & Electric, Engineers Public Serv- 
ice (32 per cent), Middle West, North 
American, Ogden, and Public Service of 
New Jersey. 


5 
Transit Company Stocks 


HE transit stocks constitute some- 

what of a nondescript group. Many 
old-line companies have been absorbed by 
holding companies, and only two issues 
remain on the big board, Third Avenue 
Transit (New York city) and Twin 
City Rapid Transit (St. Paul and Min- 
neapolis). 

Most transit companies were original- 
ly overcapitalized, this condition origi- 
nating in the days when the industry was 
considered as stable as the electric power 
and light industry. Almost every com- 
pany has made some progress toward re- 
adjusting its capital structure, and a few 
(such as Rochester Transit and Syracuse 
Transit) have been thoroughly reorgan- 
ized on a conservative basis. Following 
are comments on some of the companies 
in the accompanying table: 

Twin City Rapid Transit has been 
reducing its funded debt for some 
years, and is currently planning a 
bond refunding which may pave the 
way for disposing of preferred divi- 
dend arrears (about $49). 

Third Avenue Transit (formerly 
Third Avenue Railway) has been con- 


stantly whittling down its debt struc. 
ture until underlying issues are now 
practically disposed of. The company 
has large interest arrears on its adjust- 
ment income bonds (currently paying 
half the regular interest rate). No 
move toward recapitalization has been 
made, however. 

Capital Transit, which serves Wash- 
ington, D. C,, and is affiliated with the 
North American system, is currently 
planning a bond-refunding operation, 
which has encountered some delays. 

Philadelphia Transportation was in- 
corporated in 1940 as a reorganization 
of predecessor companies. 

St. Louis Public Service was reor- 
ganized in 1940, after a long bank- 
ruptcy. 

Eastern Massachusetts Street Rail- 
ways has a rather complicated capital 
structure (four bond issues and four 
stock issues), but with recent pros- 
perity has been able to pay off a sub- 
stantial amount of the arrears on the 
first preferred stock. The low price- 
earnings ratio in the accompanying 
table (less than one times earnings) 
seems to be explained by the remain- 
ing large arrears on the three classes 
of preferred stock. A bond refund- 
ing is currently planned. 

Kansas City Public Service was re- 
organized in 1937 and a second read- 
justment plan became effective in 1939, 
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TRANSIT COMPANY STOCKS 


Where Price Recent Share Earns. 


Price 


Earns. Yield 





Traded About 12 mos. to Amount 


Rochester Transit 

Syracuse Transit O 
awm City Rapid Tr. ........ S 
Kansas City Pub. Ser. ....... O 
Third Ave. Transit 

St. Louis Pub. Ser. “A” 
Eastern Mass. Street Rys. ....B 
Capital Transit W 
Pula PERONDOLE, 656.5855 cade O 


83 
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O—Overcounter. 

S—Stock Exchange, 
B—Boston Exchange. 
W—Washington Exchange. 
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designed to further reduce bonded 
debt by an exchange for cash and pre- 
ferred stock. However, no dividends 
have yet been paid on the new pre- 
ferred stock (par $70) which helps to 
explain the low price-earnings ratio 
for the common stock. The company 
has apparently been using available 
cash to reduce funded debt as rapidly 
as possible, and it now has to retire a 
bank loan which in 1943 replaced some 
RFC “modernization” loans. It is 
possible that the company may be able 
to retire remaining loans this year, 
which would presumably permit larger 
payments against preferred arrears. 


ARNINGS of most of these companies 

have, of course, shown a meteoric 
rise due to war conditions, but are now 
generally on the down-grade again. In- 
terim figures for 1944, where available, 
reflect mounting wage costs, higher 
taxes, etc. With declining traffic in the 
postwar period probable, earnings may 
be further reduced, due to the lag in re- 
adjusting costs. However, the industry 
has made rapid progress toward finan- 
cial rehabilitation due to the wartime 
windfall of earnings and may be able to 
make further progress before the return 
of “normal” conditions. 


¥ 


Security Offerings Gain in 
Volume 


EPTEMBER has been one of the busiest 

months for the investment bankers 
in the past year or so, with a total volume 
of utility financing estimated at $144,- 
000,000. The program of refunding me- 
dium-grade utility bond issues with cou- 
pon rates of 4 per cent and upwards is 
only about 80 per cent completed, be- 
cause many refundings (such as the nu- 
merous 5 per cent bonds of American 
Power & Light subsidiaries) have been 
delayed by difficulties over plant account 
adjustments. But a secondary cycle of 
refunding—high-grade 34 per cent and 
3} per cent issues—is now getting un- 
der way. Also, preferred stock refund- 
ings have been facilitated by tax legisla- 


tion enacted earlier this year. These 
three programs should “keep the pot 
boiling” as long as interest rates remain 
favorable—subject to the usual irregu- 
larities. Some of the more important 
bond issues since June 30th follow: 


a Hawaiian Electric 1st 34s due 


$1,745,000 Jacksonville Gas Ist 4s 1969 

$34,500,000 New Orleans Public Service 1st 
34s 1974 

$3,300,000 Providence Gas Ist mortgage 
bonds (sold privately) 

$2,000,000 Central Electric & Gas 34s due 
1974 (sold privately) 

$3,100,000 Central Telephone 34s due 1974 
(sold privately) 

$1,450,000 Derby Gas & Electric debenture 
3s due 1954 (sold privately) 

$5,750,000 Illinois Commercial Telephone 
Ist 3s due 1974 (placed privately) 

$12,000,000 Mississippi Power & Light Ist 
34s due 1974 

$10,000,000 Connecticut Light & Power Ist 
and ref. 3s due 1974 

$10,600,000 Empire District Elec. 1st 3s 
due 1969 

$30,000,000 Brooklyn Union Gas gen. 34s 
due 1969 

$12,000,000 Brooklyn Union Gas debenture 
4s due 1969 

$10,000,000 Birmingham Elec. Ist 3s due 
1974 


$30,962,000 Ohio Edison Ist 3s 1974 

$30,000,000 Arkansas Power & Light Ist 34s 
due 1974 

$31,500,000 Narragansett Electric Ist 3s due 
1974 


Preferred stock offerings since June 
30th have included the following: 
$6,058,700 Idaho Power 4% (exchanged for 
preferred stocks, balance underwrit- 
ten 
$1,500,000 Mississippi Valley P.S. 5% (ex- 
changed for old issues, balance under- 


written) 

$2,089,450 Montana-Dakota Utilities 5% 
preferred 

$7,779,800 New Orleans Public Ser. 42% 
preferred 

$12,000,000 Indiana & Michigan 44% pre- 
ferred 

$3,469,200 Northern Indiana P.S. 5% pre- 


ferred 7 
$12,000,000 Gulf States Utilities $4.40 pre- 
ferred (exchanged for old issues, balance 
under written) 
$18,000,000 Ohio Edison 4.4% preferred 
Common stock issues in 1944 have 
been smaller than anticipated, due to de- 
lays in holding company dissolution pro- 
grams. 
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What Others Think 


Fears FCC Will Make Historical 
Mistake on Radiotelephones 


ust why Telephony, the national jour- 
J nal of the telephone industry, should 
seem So sure that the Federal Communi- 
cations Commission is not going to pay 
too much attention to the requests of the 
telephone industry in its current inquiry 
on allocations of radio frequencies is not 
clear. Aside from that, a recent article 
entitled “Radio Allocation Important to 
All Telephone Companies,” appearing in 
the September 30th issue of that journal, 
is one of the most challenging and pro- 
vocative statements about the telephone 
industry’s stake in radio frequency allo- 
cations that has, perhaps, ever been pub- 
licly issued for general circulation. 

The article was written in brief antici- 
pation of the FCC hearings which 
opened on September 28th to examine 
into the various uses to be made of the 
radio frequency for the entire radio 
spectrum. The Telephony article sums 
up these proceedings as follows: 


It is not merely another one of those 
scrambles between different radio broad- 
casting interests or between the commercial 
broadcasters and the amateurs. Indeed, con- 
ventional radio broadcasting occupies, with 
relation to the known and usable radio spec- 
trum, a space no bigger than that of a post- 
age stamp dropped on a baseball diamond. 
Naturally a varied conglomeration of inter- 
ests is appearing at, or is following closely, 
these hearings and the important policy de- 
cisions to be made thereon: the Army and 
Navy and other government agencies, com- 
mercial air lines, police and health authori- 
ties, manufacturers of medical therapy and 
other electronic devices, power companies 
and other local public utilities, television and 
the new frequency modulation radio, fac- 
simile broadcasting, educational, religious, 
and labor groups—and it is not surprising 
that the telephone industry is appearing in 
force, 

Representations will be made not only for 
the Bell system but also for the United 
States Independent Telephone Association 
and a number of separate independent tele- 
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phone companies. What do the telephone 
companies want out of this hearing to deter- 
mine how radio frequencies in the future 
shall be allocated in the United States? They 
want to be sure that complete telephone de- 
velopment in the best interest of the Amer- 
ican people is not foreclosed by suppressive, 
inadequate, or niggardly allowance of fre- 
quencies for the telephone business to ex- 
pand along radio lines. It is asking that the 
FCC consider the demands of future public 
service, meaning by that the public utility 
service, which the telephone company now 
renders to the people in terms of the im- 
proved service it can reasonably be expected 
to render in future years when certain ra- 
diotelephone developments can be installed 
as a matter of practical operation. 


HE article goes on to point out that 

the FCC stands at one of those 
“historical crossroads” with responsibil- 
ity in its hands second to no other com- 
mercial or economic power of regulatory 
decision in the world. A wrong decision, 
it is suggested, might not be realized 
“until long after the honorable members 
of the FCC are interred in the odor of 
sanctity and their sainted memory 
graven upon hallowed marble for poster- 
ity to ponder.” If such a wrong decision 
is made “generations as yet unborn may 
arise to curse the stupidity of this regula- 
tory board.” 

The Telephony article draws a power- 
ful analogy between the division of the 
“ethereal chocolate cake of the American 
radio spectrum” and the use and plan- 
ning of public highways. It points out 
that if city planners a century ago could 
have visualized traffic conditions which 
obtain today, present and future genera- 
tions would have been spared millions 
and millions of dollars of expense and 
discomfort, making streets wider, buying 
off proprietary rights, and so forth. By 
implication it is suggested that the use 
which the telephone industry would make 
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of radio frequencies would be a public 
use as compared with the demands of 
other radio frequency uses such as a bus- 
iness machines corporation which has de- 
vised a technique for sending stock mar- 
ket reports and other commercial infor- 
mation by radio which could just as 
easily be sent over land wires. The article 
states: 


Today is the day when the figurative hot- 
dog stand operators are seeking their right 
to clutter up the radio highways of the fu- 
ture. If they are ever allowed to roost along 
the vast, but all too important, stretches of 
our radio spectrum, there may come a day 
when they will have to be blasted out piece- 
meal. with as much fuss and feathers and 
expense as a city often has to spend nowa- 
days arcading a single downtown block to 
let a few more trickles of essential traffic 
get through. 


Seven general classifications of radio 
use by the telephone industry are listed in 
the article, which indicates that argu- 
ments along this line are being prepared 
for the FCC hearing on behalf of the 
Bell telephone system, the United States 
Independent Telephone Association, and 
several separate independent telephone 
companies. They are: 

(1) Service to isolated communities. 

(2) Rural telephonication. 

(3) Urban automobile telephones. 

(4) Interurban and highway mobile tele- 
phones (including automobile use). 

(5) Short-haul toll. 

(6) Long-haul toll and other radio relay 
carrier use. 

(7) The emergency radiotelephone. 


ae article goes on to explain these 
in detail. It points out, for ex- 
ample, that radiotelephone circuits can 
be used to establish links to mountain 
communities, off-shore islands, and for 
short-haul toll work between towns 
where the terrain is too difficult for pole 
line construction, such as jumping the 
Grand Canyon. The emergency radio- 
telephone is already used not only by the 
telephone industry itself (to establish 
temporary connections during fire and 
floods, or other conditions which damage 
pole line systems), but also by other pub- 
lic utilities to enable central stations to 
communicate with repair crews. 
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Mobile telephones generally are di- 
vided into two classes: (1) the urban 
automobile telephone with a suggested 
saturation point of one per cent of the 
auto registration in any community ; (2) 
a highway radiotelephone system where- 
by automobiles and trucks (and for that 
matter even trains or planes) would 
move successively through a series of 
radio reception in transmission circles 
perhaps 35 miles in diameter at the cen- 
ter of which would be poles or transmis- 
sion towers connected by land wire with 
a central office. 

The long-haul toll requirements of the 
telephone industry would not only sup- 
plement the present use of land wire for 
long-distance telephone circuits to move 
by radio over the continental United 
States (as such messages are already 
moving across the ocean in international 
telephone service), but also enable the 
telephone industry to become a common 
carrier for relaying special radio services 
such as television and other broadcasting 
network programs. 

Telephony argues, first of all, that the 
telephone industry as a common carrier 
subject to regulation would be the desir- 
able monopoly to render this service in 
preference to other unregulated would- 
be users of the long-distance radio lanes, 
so as to eliminate the unsightly complica- 
tion of competitive and duplicate series 
of booster towers every 30 to 50 miles, 
strung across the face of the continent 
and making the whole landscape “look 
like oil derricks in Texas or Oklahoma.” 


pare it is argued that by reason 
of the Bell system’s present and pros- 
pective installation of coaxial cables 
(capable of doing the work of hundreds 
and hundreds of separate telephone wires 
and handling a television relay all by it- 
self), the telephone industry is in a posi- 
tion to make an intelligent codrdination 
of such radio and land wire facilities as 
to result in the most economical use of 
the radio spectrum. 

One other argument worth noting is 
the point that for all these classifications 
of radiotelephone uses the telephone in- 
dustry is seeking frequencies in that por- 
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tion of the spectrum where the waves are 
so short that they do not hop over the 
horizon (except where they are pur- 
posely beamed from high towers for 
long-distance transmission), thus mak- 
ing it possible for the same frequencies, 
above 100 megacycles, to be used over 
and over again and in different cities 
simultaneously by local telephone com- 
panies without service in one city inter- 
fering with service in another. 

Under the heading of “rural telephoni- 
cation,’ a word coined to parallel the 
more frequently used expression in the 
power industry, “rural electrification,” 
the Telephony article lights upon an in- 
teresting question indeed. Just at pres- 
ent, rendering a farmer telephone service 
by radio is not practical, although the 
engineering technique is well enough 
known. (It is done every day on ships 
talking with shore points or other ships. ) 
It is not practical because, aside from 
WPB restrictions on such production, 
the various radiotelephone components 
needed to serve a single farmer would 
cost upwards of about $200. It is an in- 
teresting fact, however, that only a few 
years ago such components might have 
cost as much as $500. 

Constant experimentation and produc- 
tion under forced draft for war pur- 
poses, which resulted in the “walkie- 
talkie” used by Army troops and tanks in 
the field, have accomplished wonders 
along this line. It is not at all inconceiv- 
able that a continuation of effort in the 
same direction might not in a few years, 
with the economies of mass production, 
bring the radiotelephone art to a point 
where it might be quite practical and eco- 
nomical to serve the isolated farmer by 
radiotelephone and serve him well. 


F such a development comes to pass, it 
will come none too soon to save pri- 
vate enterprise in the telephone industry 
from the threat of government invasion 
of the rural service area, either by an 
expanded Rural Electrification Adminis- 
tration or perhaps some future agency in 
the nature of a rural telephonication ad- 
ministration. Already REA has con- 
ducted limited experiments (in codpera- 


tion with the Bell system) with carrier 
circuits on rural electric lines. This is an 
electronic device (instead of radio) for 
using the same electric wire, which 
brings power into the farm, for a vehicle 
over which a voice-carrying frequency is 
superimposed. But it has not to date 
been very practical for general service, 
chiefly because lateral lines cause too 
much interference. 

It is fascinating to think that the same 
REA line which brings power to the 
farmer could also bring him telephone 
service. But, so far, the “carrier circuit” 
seems destined to be restricted to emer- 
gency or industrial service, such as high- 
powered transmission lines. If REA or 
any other Federal agency wants to go 
into the telephone business it would prob- 
ably find it more practical to add another 
wire to its pole line and proceed with 
the established telephone technique. 

REA, to date, has not given any indi- 
cation that it is actually thinking of ex- 
pansion along these lines. But there have 
been pointed official hints that the ad- 
ministration is thinking about Federal 
aid for rural telephone service. PUR 
Executive Information Service, a weekly 
letter for public utilities published in 
Washington, D. C., contained the follow- 
ing significant passage in its issue of Oc- 
tober 6th: 


. . . The evidence consists of isolated re- 
marks dropped here and there which add up 
to the same objective. The most plain 
spoken of these was a statement in a re- 
cently syndicated column, written by Lowell 
Mellett, calling for Federal aid through the 
extension of REA for the installation of 
telephone service to millions of farmers 
now without any means of communication. 
Mellett, former White House administra- 
tive assistant, is now on a sort of leave of 
absence to write an administration-slanted 
column. But it is expected that after the 
election he will return to his White House 
post. He has been in close touch with the 
inner circles of New Deal thought. Another 
ultra New Dealer is Clifford J. Durr, mem- 
ber of the FCC, who in a recent speech be- 
fore a New York religious group said: 
“While our farm telephones are declining, 
the number of farms lighted by electricity 
is steadily increasing. ... Even if we are 
not interested in a TVA for the Danube 
and the Irrawaddy, what about a telephone 
REA for our own farmers?” REA has so 
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far officially disclaimed any intention of in- 

vading the telephone field, pointing to its 

present statutory restriction. But it has been 
carrying on “carrier circuit” telephone ex- 
periments on REA electric lines. The REA 

has a postwar “3-year plan” calling for a 

half-billion appropriation. 

And so, if the telephone industry is 
anxious to forestall the complications of 
government competition from REA- 
financed co-ops or something of the sort, 
it would appear that the radiotelephone is 
a far more promising protective device. 
It is perfectly practical, aside from a lit- 
tle more technical experience. The only 
thing that would seem to stand in the 
way is the FCC decision on allocating 
frequencies, as above mentioned. So far, 
the attitude of the FCC does not seem to 
be very sympathetic to the telephone in- 
dustry, if Chairman Fly represents the 
commission’s sentiment. 


In the FCC hearings on October 
4th, while interrogating F. M. Ryan, 
a witness for the American Telephone 
and Telegraph Company, Fly was quite 
critical of the general idea of using tele- 
phones in automobiles, even for doctors 
or truckers. 

The chairman intimated that, with the 
spectrum so restricted, any communica- 
tions which could possibly be carried on 
land wires ought to be so carried, and the 
limited radio wave lanes left free for 
purely radio purposes. (See also page 

6 


Regarding the proposed automobile 
telephone, Chairman Fly says “we are 
looking for some soft spot in here [re- 
ferring to the problem of spectrum divi- 
sion] where the thing is going to give 
way and I am wondering if we haven't 
hit it right here.” 





An Industrial Statesman Passes 


UBLIC utility circles generally, both 
regulatory and industrial, have spe- 
cial reason to mourn the sudden death of 
Wendell Willkie following a brief illness 
in New York city. To the rest of Amer- 
ica, and to the world generally, Willkie 
was a colorful, dynamic political person- 
ality and farsighted internationalist. But 
to those concerned with public utility af- 
fairs, he will also be remembered as an 
industrial statesman who first recognized 
the importance of dealing with the reali- 
ties of a growing public ownership move- 
ment in the electric power industry, of 
which he was a challenging figure during 
a most critical period. 

It was Willkie who recognized the 
futility of private industrial opposition 
against such widely approved public 
projects as the Tennessee Valley Author- 
ity. At the same time he recognized the 
inequities and discrimination against 
private industry which can result from 
such developments, 

With a philosophy so steeped in polit- 
ical liberalism that it commanded the re- 
spect of the most progressive forces on 
the ‘American political scene, Willkie 
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never considered for one moment that it 
was any departure from that spirit of 
political liberalism to insist that private 
investment be given a “square shake” (to 
use one of his favorite expressions) 
under such circumstances. He never 
even, in the later years of his world-wide 
celebrity, recanted or contradicted any of 
his earlier protestations against unfair 
treatment of private enterprise in the 
electric power business at the hands of 
the Federal government. 


| pees his campaign he continuously 
reminded his audiences that Amer- 
ica was founded and had grown great 
upon a traditional system of free com- 
petitive enterprise which deserved pro- 
tection and encouragement. Indeed, it 
was his forceful advocacy of the rights 
of private investors which resulted in 
the successful culmination of negotia- 
tions whereby the Tennessee valley prop- 
erties of the Commonwealth & Southern 
Corporation, which Willkie then headed, 
were sold to TVA for $78,000,000— 
$20,000,000 more than the original bid. 
It was this perhaps most successful sim- 
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© lhe Kegister and Tribune Syndicate 


“WIPE YOUR MUDDY FEET BEFORE YOU GET ON!” 


ilar bargain with the government public 
power agencies which first attracted 
national attention to the big, amiable law- 
yer who had worked up from a junior 
partnership in an Akron, Ohio, law firm 
to the presidency of the Commonwealth 
& Southern Corporation. 

Born fifty-two years ago in Elwood, 
Indiana, of a third-generation German- 
American family with a tradition of de- 
votion to civil liberties, Willkie was edu- 
cated at Indiana University and Ober- 
lin College. He served in the first 
World War and began his practice at 
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Elwood, Indiana, where both of his 
parents were attorneys. He went to 
Akron to do some work with the Fire- 
stone Tire & Rubber Company and there 
joined the Akron firm of Mather & Nes- 
bitt, which led to his Commonwealth & 
Southern connection as general counsel 
in 1929. He became president four years 
later. 

The rest of the Willkie saga is too well 
known to warrant further recital in these 
pages: 

The astonishing upset victory by 
which he, an ex-Democrat, was nomi- 
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nated for the presidency by the Republi- 
cans in 1940. His gallant but unsuccess- 
ful campaign against President Roose- 
velt in that year, in which he polled 22,- 
304,750 votes (more than any other 
previous Republican candidate). His in- 
ternational trips during the dark war 
days before and after Pearl Harbor. His 
authorship of “One World,” and, finally, 
the stunning defeat at the Wisconsin Re- 
publican primaries in 1944, in which his 
political fortunes were eclipsed by the 
rising sun of Governor Dewey of New 
York in the Republican lists. 


tem will be recalled by his le- 
gion of personal friends in utility 
circles for his winsome curiosity, his 
lawyer-like love for good-natured dispu- 


tation, his challenging sincerity, and fine 
sense of justice which could be aroused 
just as quickly by the unfair treatment 
of private corporation investors by their 
own government as by a government de- 
nial of civil liberties to some obscure 
crime suspect. His principal response 
was from the average “middle class,” of 
which he considered himself a member, 
He represented the typical wide-awake 
American businessman’s reaction to a 
rapidly changing world. 

Willkie did much to redeem the pres- 
tige of the electric power industry in the 
eyes of millions of plain American citi- 
zens confused by the heat of the ancient 
charges and countercharges about the 
“power trust”—a term which today is be- 
coming obsolete in popular parlance, 





Air Conditioning a Utility Service 


Of the 


¢€¢ Air Conservation Engineering,” a 

120-page volume published by the 
W. B. Connor Engineering Corporation, 
offers a comprehensive and _ timely 
treatise of the principles and application 
of air recovery. 

The air-conditioning industry, now 
planning for extensive postwar expan- 
sion, is concerned primarily with making 
its products and services available to the 
widest market at the lowest cost. Ac- 
cording to this book, air conservation, 
which means simply the purification and 
recovery of used air in the interest of 
economy in air conditioning, will con- 
tribute to that result. 

The recognition that conditioned air 
represents a real and tangible investment 
which must be guarded is emphasized. 
Air becomes contaminated with use. 
Heretofore it has been the practice to 
exhaust such used air. However, air ex- 
pelled from a conditioned enclosure car- 
ries with it the cooling or heating energy 
originally expended upon it. If, there- 
fore, used conditioned air is purified and 
reused and the volume of air expelled is 
minimized, both the capital and the oper- 
ating costs of conditioning are relatively 
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reduced. The process by which this is 
accomplished is known as air recovery 
and its theory and practice are fully 
elaborated in this manual. 

The nature of air-entrained impuri- 
ties—dust, smoke, fumes, vapors, and 
gases—and their elimination are dealt 
with extensively. The principle of sorp- 
tion and its application, vital to adequate 
air purification, is presented in suf- 
ficiently nontechnical language to be 
readily comprehended by the layman. 

In addition to its contribution to air 
conditioning, the value of air recovery 
for protection against contaminated air 
intakes, for the abatement of polluted 
exhaust air nuisances, and for the con- 
trol of air purity in connection with in- 
dustrial hygiene as well as in food, medic- 
inal, and other processing operations, 
is explained and illustrated by numerous 
typical examples. 


© Hae book contains a comprehensive 
reference data section, comprising 
tables of ventilation requirements, ter- 
ritorial climatic conditions, outdoor air- 
heating and refrigeration loads, proper- 
ties of gases and vapors and their safe 
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concentration, psychrometric charts and 
data. Included also is a complete cata- 
logue section containing descriptions, il- 


lustrations, dimension information, and 


installation instructions for Dorex air re- 
covery equipment. 





Kansas Awakens to MVA Possibilities 


RESIDENT Roosevelt’s recent recom- 

mendation that Congress set up a 
Missouri Valley Authority to husband 
the flood-control, power, and irrigation 
problems of nine northwestern and cen- 
tral states has raised another issue of 
Federal control and has projected the 
northern half of Kansas into a contro- 
versy that is likely to wax warm. 

The Missouri river basin problem is 
more than the name implies. It is not a 
matter confined to those areas where the 
Missouri can be seen from a hilltop. If 
it were, only the northeastern corner of 
Kansas would care a hoot whether the 
President’s MVA proposal lived or died. 

But the proposed plans of Army Engi- 
neers, stressing flood control of the Mis- 
souri basin, and a similar plan of Mr. 
Ickes’ Bureau of Reclamation, putting 
emphasis on irrigation and attendant de- 
velopment of hydroelectric power, have 
precipitated a struggle in nine states that 
for better or worse is going to leave some 
bloody heads in Congress and some black 
eyes all along the “Big Muddy.” 

And the whole country will take part 
in the basic issue, which seems to be 
whether Uncle Sam or a sectional author- 
ity—either state or private—is going to 
run the show. 

The north half of Kansas figures into 
the general Missouri river basin problem 
by reason of topography and Topeka’s 
old friends—the Kaw river and its tribu- 
taries. Maps of both the Army Engi- 
neers and Bureau of Reclamation plans 
put the north half of the state into the 
watershed, with the south line running 
roughly through the tier of counties be- 
low Shawnee and west on an irregular 
line to Greeley county and the Colorado 
border. 

In general, it is the area drained by 
the Smoky Hill and the Republican riv- 
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ers to the west and north, and the Kaw, 
which the first two form at Junction 
City, on the east. The Kaw, of course, 
hauls the final load of water for this 
great Kansas area and part of Nebraska 
into the Missouri river at Kansas City. 

The Army plan shows three big reser- 
voirs which would impound water for 
flood control. One is the Kanapolis reser- 
voir in Ellsworth county which was au- 
thorized and construction started, only 
to be halted by the war. The Kanapolis 
reservoir would, in the Army planning, 
take care of the turbulent Smoky and 
tributaries. 

The Republican would be harnessed by 
a reservoir at the Nebraska-Kansas line 
and is referred to as the Harlan county 
(Nebraska) reservoir. The headwaters 
of the Republican would be dammed 
there to provide downstream control. 
The third Army reservoir proposed 
would be on the Big Blue and is re- 
ferred to as Tuttle Creek reservoir, be- 
ginning north of the Manhattan junction 
of the Big Blue and the Kaw. 


UREAU of Reclamation maps show a 

heavier sprinkling of proposed res- 
ervoirs for Kansas. In addition to the 
Harlan county and Kanapolis reservoirs, 
the bureau’s map shows similar facilities 
near Norton on Prairie Dog creek which 
flows into Nebraska to help form the 
Republican which comes back into Kan- 
sas farther east; at Kirwin, in Phillips 
county, and Glen Elder in Mitchell 
county, both on the north fork of the 
Solomon river; at Webster, in Rooks 
county, on the south fork of the Solo- 
mon; the Wilson reservoir in Russell 
county, feeding into the Saline river ; and 
the Cedar Bluff reservoir on the Smoky 
which would be in southern Trego 
county. 
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Long and painstaking surveys and 
fact-finding projects have assembled a 
wealth of information about the 9-state 
area which constitutes the Missouri river 
basin. 


W. BASHORE, commissioner of 

e the Bureau of Reclamation, out- 

lined some of these facts in a letter to the 
Army Engineers. He wrote: 


For the purpose of indicating the extent 
of interests of the Bureau of Reclamation 
in the Missouri river basin, you may find 
illuminating data developed by our studies. 
At the present time there are 4,185,000 acres 
of land irrigated in the entire basin, of 
which 555,000 are in Federal projects. The 
irrigation works serving this land represent 
investments totaling approximately $200,- 
000,000, of which $61,753,000 are in Federal 
projects. At present there are 1,342 water- 
storage reservoirs in the basin, including 11 
that principally serve for power generation. 
Exclusive of the Fort Peck reservoir, which 
has a capacity of 19,412,000 acre-feet, these 
reservoirs have a combined capacity of 8,- 
116,000 acre-feet of water. At present there 
are hydroelectric plants in the basin of a 
total installed capacity of 461,383 kilowatts, 
of which about 100,000 kilowatts are in Fed- 
eral power plants. 

Our studies indicate that an additional 4,- 
400,000 acres of land in the basin can be ir- 
rigated, 2,300,000 acres from the main 
stream and the remainder from its tribu- 
taries, through the construction of some 90 
additional reservoirs and related irrigation 
works. 

These studies indicate also that an 
additional 952,000 kilowatts of hydroelectric 
power can be developed through utilizing 
head created at some of the new reservoirs. 

In 1940, the value of all crops produced 
in seven arid and semiarid states of the 
basin was $444,192,000. Our studies indi- 
cate that through full irrigation develop- 
ment of the basin additional crops with a 
value of $100,500,000 per annum can be pro- 
duced. 

The significance of this to the 4,- 
699,781 people who live in the states that are 
arid and semiarid, at least in part, in the 
Missouri river basin, is not found entirely 
in the fact that the annual increase would 
be nearly equal to one-fourth of their en- 
tire agricultural income for 1940. The in- 
crease in stability that would be provided 
would a major consideration. The ef- 
fects of droughts, which in the past decade 
caused a net loss of 302,314 in the popula- 
tion of the basin, would be materially ame- 
liorated when such droughts reoccur, as they 
will in the future. Our estimates are that 
more than 350,000 persons would find stable 
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farm homes on the newly irrigated land 
alone. 

It is obviously important, when these 
facts are considered, that the irrigation pos- 
sibilities be realized. 

Much of the water that will be used in 
some parts of the basin in the irrigation of 
lands must be lifted by pumps to the canals, 
The hydroelectric power that is possible of 
development must be closely integrated in 
the irrigation plan or many possibilities can 
never be realized. The potential power, of 
course, will open important commercial 
and industrial avenues that will lead the 
whole area to new developments, which, in 
their degree, also will contribute to new 
prosperity and added stability. 


HE Bureau of Reclamation’s report 

to Congress on its investigations 

endeavors to supply any sort of informa- 
tion from climate to crop loans. 

In the section devoted to the so-called 
“Lower Missouri” subdivision of the 
basin, which includes parts of South Da- 
kota, Minnesota, Nebraska, Kansas, 
Iowa, and Missouri, Topeka’s own cli- 
mate is chosen as “typical” of the sub- 
division. 

Says the report: 

The climate is humid to subhumid. To- 
_peka, Kansas, in a typical location representa- 
tive of much of the area, had one semiarid 
year, eight dry subhumid, 18 moist subhu- 

mid, and 13 humid years in the 40-year pe- 

riod, 1900-39. 

The report also worries about the in- 
fluence of drought in the 1930’s in in- 
creasing the size of farms in the plain 
states. A table shows the average acreage 
of a Kansas farm was 274.8 acres in 
1920, rising to 308.2 in 1940. 

It is also noted that 5.18 per cent of 
the nation’s people live in the Missouri 
basin proper which also, in 1941, pro- 
duced 51.7 per cent of the nation’s wheat. 

But regardless of statistics and re- 
search, there is still the prime argument 
as to the policy of harnessing the basin 
waters for the betterment of its citizens. 
It’s the old argument that it’s not a mat- 
ter of what to do but how to do it. 

The President’s plug for an MVA 
was immediately met with the statement 
from some state officials, among them 
Governor Schoeppel, that they wanted 
Congress to codrdinate Missouri river 
basin plans into a workable program but 
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that they mighty well didn’t want the 
Federal government in the saddle, as it is 
in the Tennessee valley. 

The basin debate is obviously headed 
for a big hurrah in political circles and 
about the only certain conclusion that can 


be drawn now is that Old Man River— 
be he Missouri, Kaw, Smoky, or Blue— 
is going to keep right on rolling along 
o’er flooded or past drought-ridden fields 
until Congress decides what to do and 
then does it. 





Regulating Terminal Utilities 
For Air Commerce 


€¢ ArrRporTs and the Courts” by 

Charles S. Rhyne, who is a mem- 
ber of the District Bar and counsel for 
the National Institute of Municipal Law 
Officers, is a collection and analysis of all 
reported court decisions involving ac- 
quisition, operation, maintenance, and 
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zoning of airports, together with an 
analysis of Federal, state, and local leg- 
islation in the airport field. The air space 
rights of landowners, aviators, and air- 
port operators are analyzed in the light 
of applicable legislation and legal prin- 
ciples. Designed as a legal handbook for 
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use by those interested in all phases of 
aviation and the airport expansion which 
is bound to follow in the wake of current 
developments, this book collects this es- 
sential material in one compact volume. 

The great technical developments of 
the war still leave “airports” as the key- 
stone of all aviation, for airplanes still 
must take off and land. Without air- 
ports, there would be no aviation. Cities 
and others who acquire and operate civil 
airports are faced with hundreds of legal 
questions as a result. This volume an- 
swers many of these questions through 
its review of what others have done, are 
doing, and plan to do in the future in the 
airport field. 

The information for this study has 
been collected over a period of eight 
years’ work on aviation and airport legal 
and legislative problems in the three fields 
of governmental activity: Federal, state, 
and local. By utilizing the experience 
here reviewed, aviators, airplane owners, 
airport owners, and airport operators 
(public or private) can avoid the mis- 
takes of the past and build for the future 
upon the successful experience thus re- 
vealed. 

A listing of the eight chapter headings 
presents a broad idea of the contents of 
this volume: (1) Airport Acquisition; 
(2) Condemnation of Property for Air- 


port Purposes; (3) Airport Leases; (4) 
Regulations Governing Use of Airports; 
(5) Taxation of Airports; (6) Damage 
Claims against Airport Owners and 
Operators; (7) Air Space Rights of 
Aviators and Landowners; and (8) Air- 
port Approach Protection—Airport Zon- 
ing. 

The volume reveals in a very graphic 
way the growth of the “law” to meet the 
needs of the “air age.” The legislation 
and court decisions in the airport field 
are chiefly the result of civil aviation’s 
growth in the last 20-year period with a 
decided emphasis on the latter part of 
this period. “Avigation” easements, “air- 
port zoning,” jointly owned airports, air- 
port districts, and other late develop- 
ments in the airport field up to August 
15, 1944, are discussed in this book. 

Perhaps most important of all, the vol- 
ume annotates court decisions and avia- 
tion and airport statutes with citations 
to official sources. More than 500 foot- 
notes throughout the volume give cita- 
tions of court decisions, articles, official 
reports, books, and other references on 
each subject discussed. 


AIRPORTS AND THE Courts. By Charles S. 
Rhyne. National Institute of Municipal 
Law Officers, 730 Jackson Place, N. W., 
Sesgineton 6, D. C. 1944. Pp. VIII, A-I, 





Swiss Busses Reach Traffic Peak 


ESPITE bus route curtailment necessitated by the war, 
Switzerland’s largest trolley and bus line operator is re- 
ported to be carrying more passengers than ever before. 
Bern reports that during a year’s time 100,500,000 passengers 
were transported. Many busses are operating on gasoline sub- 
stitutes. 
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The March of 
Events 


AGA President Elected 


J FrENCH RosiINnson, president of the East 
eOhio Gas Company, was elected president 
of the American Gas Association on October 
5th at its annual meeting in New York city. 

E. J. Boothby, vice president of the Wash- 
ington Gas Light Company, was elected first 
vice president and R. H. Hargrove, vice pres- 
ident of the United Gas Pipe Line Company, 
was made second vice president. 

Edward Falck, director of the WPB Office 
of War Utilities, speaking at the AGA con- 
vention, revealed that as soon as practicable 
after the Allied victory in Europe, OWU plans 
to discontinue all restrictions that would ham- 
per normal construction and operation. 

In line with the general policy of the WPB, 
Mr, Falck stated that with respect to the gas 
industry the agency plans to revoke utilities 
Order U-1 and to reneal Limitation Order 
L-174. Office of War Utilities will use its pri- 
orities powers during the subsequent period 
solely for the purpose of protecting military 
requirements, supporting war industry, and 
clearly essential civilian activities. The OWU’s 
staff will be greatly reduced. 


Nelson Quits WPB 


ge mage RoosEvELT accepted the resigna- 
tion of Donald M. Nelson on September 
30th as chairman of the War Production Board 
and set down specifications for a new job for 
Mr. Nelson which the President described only 
as ‘‘a high post of major importance” in con- 
nection with “laying the groundwork for post- 
war economic codperation with other nations.” 

At the same time Mr. Roosevelt anpointed 
Julius A. Krug, acting chairman of WPB, to 
succeed Mr. Nelson as chairman. 

The President asked Mr. Nelson not to leave 
the government service, stating that he knew 
the former WPB chairman was, like himself, 
oe aware of the world’s economic prob- 
ems.” 


FPC Disallows Increased Rates 


HE Federal Power Commission on Oc- 
tober 4th announced its order and opinion 
(No. 117) disallowing proposed increased 
rates, suspended by the commission in Febru- 
arv, 1944, for natural gas sold by Godfrey L. 
Cabot, Inc., to-its wholly owned subsidiary, 
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Cabot Gas Corporation, and in turn resold by 
Cabot Gas Corporation to Pavilion Natural 
Gas Company and to Producers Gas Company, 
and directing that present rates shall remain 
in effect until further FPC order, 

Following suspension of the rate increases, 
public hearings were held in New York city 
on March 20-24, 1944. Concurrent hearings 
were held by the New York Public Service 
Commission with respect to the increases in 
Cabot Corporation’s rates to Pavilion and by 
its order of July 11th the New York commis- 
sion denied the increases. Cabot, Inc., the 
opinion stated, proposed to increase its rates to 
Cabot Corporation from 7 cents to 25 cents 
per thousand cubic feet and the latter, in turn, 
proposed to increase its rates to Pavilion from 
40 cents to 55 cents per thousand cubic feet. 
These increases, based on 1943 sales, would 
have increased the gross revenues to Cabot, 
Inc., by $41,112.36 and the gross revenues of 
Cabot Corporation by $30,177.45. 

Discussing the Cabot companies’ gas supply, 
the FPC opinion stated: “Regardless of what 
local gas is available for future operations, 
Cabot, Inc., and Cabot Corporation have 
whittled down the available supply of local 
gas to the vanishing point. Therein lies ap- 
plicants’ present difficulty—too much plan, too 
little gas. Pavilion’s purchases in 1940 were in 
excess of 400,000 mcr. But Pavilion was forced 
to curtail the use of gas in every way possible 
during subsequent years so that remaining re- 
quirements would not exceed the supply avail- 
able from Cabot, Inc., and Cabot Corpora- 
tion. Pavilion’s purchases in 1943 were ap- 
proximately 50 per cent of its purchases in 
1940, However, the Cabot companies deliber- 
ately created the situation which they now face. 
An abundant supply of gas was dissipated. Ex- 
travagant facilities were constructed to reap 
quick profits from flush production.” 


Little Idle Power in Postwar 


pecs postwar outlook for the private elec- 
tric power and light industry in this coun- 
try, as a whole, is that during the period of 
readjustment there will be no great amount 
of idle capacitv, the commercial planning com- 
mittee of the Edison Electric Institute reported 
on October Ist in the first of a series of post- 
war studies on generating capacity and elec- 
tric sales. 

Sales of electricity to domestic consumers by 
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1950, the institute reported, are estimated to 
be about 50 per cent greater on a country-wide 
average than in the peak year of 1943. 

“There should be enough capacity available 
to warrant and stimulate renewed effort to sell 
more electricity, to find new fields of useful- 
ness, and to exploit further possibilities in the 
older fields,” the institute’s report stated. 

For electric utility companies as a whole, 
there will be a gradual rather than a sudden 
shift from business dominated by war expend- 
itures to a civilian economy, the report con- 
tinues. “It is now clear,” it adds, “that as 
soon as materials and man power are available 
the companies and the electrical equipment 
manufacturers will resume efforts to enlarge 
the residential, farm, and retail uses of elec- 
tricity. In the industrial power field it is ex- 
pected that after. an interval of two to four 
years a period of marked expansion in power 
sales in the nation will be resumed. 

“Despite heavy war demands on the industry 
for electricity, which in every instance have 
been met, no abnormal instailations of gener- 
ating capacity have been necessary. From 1937 
to the end of 1944 the business-managed com- 
panies will have made a net increase of in- 
stalled capacity of approximately 7,500,000 
kilowatts.” 


“Social” Angle in Gas Probe 


, ! ‘HE forthcoming investigation of natural 


gas by the Federal Power Commission, 
besides touching off a jurisdictional fight with 
the Interior Department, may have repercus- 
sions on the petroieum industry by raising the 
delicate question of Federal control over end 
uses of irreplaceable natural resources, it was 
pointed out recently by oil industry observers. 

Leland Olds, FPC chairman, holds that the 
Natural Gas Act empowers FPC to give con- 
sideration to the “social and economic effects” 
of the use of natural gas on competing fuels 
in pipe-line certificate cases, but that an inves- 
tigation into that subject “on a national basis” 
is necessary. 

The FPC chairman said further in support 
of the investigation that the effect of the un- 
restricted use of natural gas upon the inter- 
ests of competing fuels, transportation, labor, 
and related interests should be determined “in 
order for Congress to enact appropriate legis- 
lation.” 

A 1940 report of the FPC declared that “a 
careful study of the entire problem may lead 
to the conclusion that use of natural gas 
should be restricted by functions rather than 
by area.” Thus FPC would be empowered not 
only to prevent construction of interstate natu- 
ral gas pipe lines, but to deny natural gas for 
certain uses within producing areas. In the 
same 1940 report, FPC said, for one thing, that 
“general use of natural gas under boilers for 
the production of steam is ... under most cir- 
cumstances a very questionable social econ- 
omy. 


In announcing its order instituting the natu- 
ral gas probe, FPC said these subjects would 
be investigated: (a) the extent and probable 
life of the nation’s natural gas reserves, (b) 
the present and probable future utilization of 
natural gas for domestic, commercial, and in- 
dustrial purposes, (c) the extent, character, 
and results of the competition of natural gas 
with other fuels, and (d) such related mat- 
ters as may be helpful to the commission in its 
administration of the Natural Gas Act or in 
determining what additional legislation, if any, 
should be recommended to Congress. 

Among opponents of the FPC probe is In: 
terior Secretary Ickes. His department gives 
these reasons: (a) The natural gas industry 
is too busy now with the war effort; (b) if 
such a study is to be made it should be made 
by the Interior Department; (c) the Petroleum 
Administration for War, of which Ickes is 
also head, has already conducted a survey of 
reserves; (d) the Bureau of Mines has made 
a study of the natural gas industry since 1920; 
(e) about one-half of the natural gas is pro- 
duced with oil, and any survey should include 
studies of oil fields. 

Another opponent is the National Confer- 
ence of Petroleum Regulatory Authorities. 


Reorganization Plans Filed 


si ee plans for the reorganization of the 
Buffalo, Niagara & Eastern Power Com- 
pany, intermediate holding company in the 
Niagara Hudson Power Corporation system, 
have been filed with the Securities and Ex- 
change Commission, it was announced recently. 
This step is in line with the commission order 
of June 19, 1944, that the BN&E be separately 
reorganized and that its present $1.60 pre- 
ferred, class A, and common stock be replaced 
with a single class of common stock. 

The two plans have been drawn up by Niag- 
ara Hudson and by the Buffalo, Niagara, 
and differ in their provisions only with respect 
to the amount of new common stock allocated 
to Niagara Hudson in exchange for its entire 
existing stock interest in the intermediate 
holding company. 

Under the terms of both plans, Buffalo, Niag- 
ara & Eastern Power Corporation would be 
consolidated with its operating subsidiaries, 
Buffalo, Niagara Electric Corporation, Niag- 
ara, Lockport & Ontario Power Company, 
Lockport & Newfane Power & Water Supply 
Company, into Buffalo, Niagara Electric Cor- 
poration, the surviving company. Niagara 
Falls Power Company, now controlled by the 
BN&E, will continue as a separate subsidiary 
of the reorganized company. 

The present 350,000 shares of $5 first pre- 
ferred stock of Buffalo, Niagara & Eastern 
would be replaced under the plans with an 
equal number of new $4 first preferred shares, 
and accrued dividends on the $5 shares would 
be paid in cash. 

Holders of the $5 first preferred stock not 
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electing to accept the exchange would receive 
the redemption price of $105 a share, plus 
dividend. 


FPC Gas Rate Hearing Recessed 


FEDERAL Power Commission hearing in- 

volving the natural gas rate structures of 
four subsidiaries of Columbia Gas & Electric 
Corporation was recessed on October 4th until 
November 15th to enable attorneys to study 
statistical data presented by commission inves- 
tigators. Commissioner John W., Scott said the 
recess was granted at the request of Burt Cal- 
land, counsel for Columbia. 

Columbus, Ohio, and the Pennsylvania Pub- 
lic Utility Commission instigated the inves- 
tigation by filing complaints that unreasonable 
rates were charged by the four companies— 
United Fuel Gas Company, Warfield Natural 
Gas Company, Cincinnati Gas Transportation 
Company, and Huntington Development & Gas 
Company—which serve communities in Ken- 
tucky, Maryland, New York, Ohio, Pennsyl- 
vania, Virginia, and West Virginia. 

Mr. Calland requested the recess during tes- 
timony by Robert H. Delafield, a Columbia vice 
president, that rates should be increased rather 
than reduced because of rising production 
costs. A similar approach was suggested earlier 
by Wayne Johnson, general counsel of Co- 
lumbia, who said wholesale rates were less than 
production expenses. 


New TVA Probe Set 


TT? Tennessee Valley Authority—subject 
of lengthy and bitter debate in Congress 
last spring—is in for more senatorial scrutiny. 

Senator Reed, Republican of Kansas, left 
Washington September 29th on an inspection 
and investigation tour of TVA properties. 
Senator Hill, Democrat of Alabama, hoped to 
accompany him. 

Reed told a reporter he was making the trip 
as a member of the Senate Appropriations 
Committee, whose acting chairman is Senator 
McKeliar, Democrat of Tennessee, outspoken 
foe of TVA’s chairman, David Lilienthal. 

The Senator emphasized he did not have pre- 
conceived ideas about TVA and was making 
the tour “to find out what it’s really all about.” 

“T want to find out what they have done 
down there and how they have done it,” Reed 
said, ‘I want to see how well they have jus- 
tified themselves.” 

After completing his 4-day tour of the gigan- 
tic power project, Senator Reed said the TVA 
is “exceliently managed” and its administra- 
tive organization might well be adapted to a 
proposed Missouri Valley Authority. 


Columbia River Power Studied 


PLAN for the widest practicable use of the 
waters of the Columbia river basin was an 
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announced objective of the International Joint 
Commission at the opening of a 2-day semi- 
annual session in Ottawa early this month. 
The governments of the United States and 
Canada have requested the commission to un- 
dertake the study, Jesse B. Ellis, secretary of 
the United States section, said. 

In water power alone, Mr. Ellis said, the 
amount capable of development on the Colum- 
bia and its tributaries is at least as great as 
the total water power now in use in all of 
North America. 

Roger B. McWhorter, chief engineer of the 
Federal Power Commission, is a member of 
the International Joint Commission. 


FPC Announces Report 


HE Federal Power Commission on October 

11th announced that its staff had completed 
an examination of the books of the Northwest- 
ern Electric Company, Pacific Power & Light 
Company, Portland General Electric Company, 
all of Portland, Oregon; Puget Sound Power 
& Light Company, Seattle, Washington; and 
the Washington Water Power Company, Spo- 
kane, Washington, to ascertain whether the 
companies were complying with the provisions 
of the FPC’s order of February 4, 1941, with 
respect to accounting for amounts expended 
for political activities. The examination cov- 
ered the year 1943 for all of the companies 
and was carried to July 31, 1944, for North- 
western Electric, Pacific Power & Light, and 
Portland General Electric, and to January 30, 
1944, for Puget Sound Power & Light and 
Washington Water Power. 

The commission directed that the exami- 
nation be made after considering resolutions 
filed by the Washington State Grange and the 
Washington Public Utility Commissioners 
Association. The resolutions requested the FPC 
to undertake an investigation of the expendi- 
tures being made by the five electric utilities 
in connection with Referendum 25. In ac- 
knowledging their receipt the FPC pointed out 
that its authority is limited to proper account- 
ing for political expenditures, 

The staff report disclosed that the five utili- 
ties have substantially complied with the com- 
mission’s Uniform System of Accounts and 
the special provisions of the commission’s order 
referred to above in accounting for expendi- 
tures for political activities during the pe- 
riods under review. 

The report showed that $52,867 was classi- 
fied as political or legislative expenditures and 
was accumulated in work orders and special 
accounts of the five utilities. Of this sum, the 
major portion, $30,340.48, was expended by the 
Washington Power Company in labor and ex- 
penses in connection with the 1944 vote on 
Referendum No. 25. A total of $85,786.16 
was classified as payments to organizations 
and individuals, some of which covered politi- 
cal or legislative activities. 
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Alabama 


Power Company Tax Bill 


LABAMA Power CoMpany will pay more 
than $9,500,000, or about 30 per cent of 
its gross revenue, in taxes this year, Thomas 
W. Martin, utility president, said recently. 
He reported payment of $488,696.17 to the 
state for the hydroelectric kiiowatt-hour tax, 
which, he said, was collected only from in- 
vestor-owned utilities. The amount goes en- 
tirely to the special educational trust fund and 
each of the state’s 67 counties participate, 
Martin added, 


He said the sum is allocated as follows: 
institutions of higher learning, $54,696; ele- 
mentary and high schools, $260,763; miscel- 
laneous educational funds, $9,401; and special 
educational trust fund reserves, $163,836. 

Of all taxes paid by the utility, Martin said, 
more than $1,000,000 goes directly into special 
school funds. 

Fourteen counties receiving $5,000 or more 
from the hydroelectric tax are Jefferson, Cal- 
houn, Covington, Cullman, DeKalb, Etowah, 
Houston, Lauderdale, Madison, Marshall, 
Morgan, Talladega, Tuscaloosa, and Walker. 


Arkansas 


Write-down Ordered 


HE Federal Power Commission last 
month directed the Arkansas Power & 
Light Company to show cause within sixty 
days why it should not adjust its accounts to 
dispose of $21,000,000 in ‘“‘write-ups and other 
inflationary items.” 
The Supreme Court held recently that rate- 
making bodies have the right to fix utility rates 


on the basis of “original” cost of a project 
rather than on estimates of current value. It 
is on this original cost basis that the FPC 
is operating and its recent order was designed 
to adjust the company’s accounts to an original 
cost valuation. 

Previously, the FPC had sought elimination 
of $17,881,199 from the company’s accounts. 
Last month’s order included that amount and 
sought additional adjustment, 


Connecticut 


Court Grants Review 


HE U. S. Supreme Court on October 9th 
granted a review of the Connecticut Light 
& Power Company’s appeal from an FPC or- 
der holding it to be an interstate utility (sub- 


ject to FPC accounting regulations), on the 
basis of an interchange power line with an- 
other company in Massachusetts which re- 
mained after the Connecticut Company had 
severed its main connections on the eve of 
the effective date of the Federal Power Act. 


Kentucky 


City Makes Offer 


ENTATIVE price offers between the city of 
Louisville and Standard Gas & Electric 
Company for the purchase of the Louisville 
Gas & Electric Company were revealed re- 
cently in a Securities and Exchange Commis- 
sion hearing at Philadelphia by George C. 
Mathews, president of Standard, who also said 
the negotiations were continuing. 
Mathews said he had had six conferences 
with Mayor Wilson W. Wyatt and that an ex- 
ert for the city had suggested a price of 
2,000,000 for the Louisville property. Stand- 
ard, which must divest itself of its Louisville 
holdings under an SEC order, figured this 
price at $20.70 a share, Mathews said. 
There was said to be some doubt if the city 
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could buy the Louisville utility on a revenue- 
bond basis without a referendum. 

A suit was filed by the city of Louisville 
in Franklin Circuit Court on October 5th to re- 
quire the state tax commission to set aside its 
tax assessment against the Louisville Gas & 
Electric Company. 

The petition charged that the commission's 
certification was void because it ‘adopted 
fundamentally erroneous methods of valuation 
and assessment” and “unlawfully sought to 
exempt from taxation by the city property it 
was entitled to tax.” A chief objection was the 
listing of certain property as “manufacturing 
machinery,” which the state may tax and the 
city may not. This included certain so-called 
machinery “foundations,” the petition said. 

If the assessment is allowed to stand, the 


580 





trans: 
ity h 


an 


mews SO ee OC oe Gio 


THE MARCH OF EVENTS 


city will be denied the right to levy and col- 
lect taxes on a large amount of property with- 


in its boundaries and thereby will lose sub- 
stantial revenues, it was declared. 


B 
Maryland 


Transit Company Winner 


bpp. Wiiliam C. Coleman recently dismissed 
a suit filed by a holder of preferred stock 
of the Baitimore Transit Company to require 
the transit company to pay dividends on the 
preferred stock out of income received in 1943, 
The litigation had been filed in Federal court 
by Morris Spindel, of New York, holder of 
300 shares of the preferred stock. 

In other litigation involving the Baltimore 
Transit Company, the company asked the cir- 
cuit court to dismiss a suit filed by the city of 
Baltimore asking the court to construe a city 
ordinance of 1932 and to determine, under the 
terms of that ordinance, what is the amount of 
tax due the city by Baltimore Transit. 

In connection with a similar suit filed by the 
transit company against the city, the municipal- 
ity had been given until October 11th to file 
an answer. 


Temporary Rate Cut Asked 


HILIP H. Dorsey, Jr., people’s counsel, re- 
cently asked the state public service com- 
mission to fix a temporary schedule of re- 
duced emergency rates for the Consolidated 
Gas, Electric Light & Power Company’s utility 
services to domestic and industrial consumers 


and to the municipality of Baltimore, pending 
the outcome of rate hearings now before the 
commission. 

The action followed by a day the formal re- 
quest of the company for commission author- 
ity to increase its gas rates. 

When the utility first intimated, at the rate 
hearing on June 27th, that it would seek a 
gas rate increase, Mr. Dorsey said the peo- 
ple’s counsel would seek an emergency order 
to lower electric rates if the company “feels 
it must go into reproduction costs” and thus 
delay the progress of the case. 

His recent petition, however, did not confine 
the request for a temporary reduction to elec- 
tric rates. It contended that evidence already 
received by the commission “is legally suffi- 
cient to show that for the year 1943 the com- 
pany earned, and for the year 1944 the com- 
pany will earn, as the result of rates charged 
for its combined utility services, a return ex- 
ceeding 7 per cent, upon the amount legiti- 
mately invested in its used and useful prop- 
erty.’ 

The petition said a “reasonable return . . 
would not exceed 53 per cent.” 

Mr, Dorsey suggested in the petition that the 
company be given ten days in which to intro- 
duce and argue evidence before the temporary 
rates would be made effective. 


y 
Michigan 


Utilities Called in Quiz 


T HE state public service commission on Oc- 
tober 5th ordered three of Michigan’s 
largest public utility corporations, the Michi- 
gan Bell Telephone Company, the Consumers 
Power Company, and the Michigan Consoli- 
dated Gas Company to show cause why their 
rates should not be adjusted to obviate the 
necessity of paying millions in excess profits 
taxes to the Federal government. 

The hearing on the order for the telephone 
company was set for October 17th, for Con- 
sumers Power, October 23rd, and for the gas 
company, October 30th. These companies 
serve more than 1,000,000 customers in Michi- 
gan, 

It is estimated that in the absence of any 
rate adjustments the telephone company will 
this year pay excess profits taxes of $4,402,- 
000, the Consumers Power Company, $5;023,- 
470, and the Michigan Consolidated Gas Com- 
pany, $3,910,000. 

The action follows that taken against the 


Detroit Edison Company, which is contesting 
an order to adjust rates to eliminate excess 
profits. 

Half of consumer revenues of the Detroit 
Edison Company accumulating between Oc- 
tober 11th and December 30th was ordered 
impounded pending outcome of an appeal by 
the company from the $10,450,000 rate adjust- 
ment decision recently made by the state public 
service commission. The order was issued in 
Ingram Circuit Court on petition of the com- 
pany, the commission, and the city of Detroit. 

By the order, Judge A. D. MacDonald, who 
is presiding over the appeal hearing which 
began October 10th, became custodian of the 
funds, which are to be deposited in the Na- 
tional Bank of Detroit, the Detroit Bank, and 
the Manufacturers National Bank. This was 
the first step in the appeal hearing at Lansing, 
it was said. 

Company attorneys are to present testimony 
of witnesses detailing the company’s revenues 
to support their stand that the rate cut is im- 
practical and unfair. 
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Minnesota 


Original Cost Determined 


Ee _ ederal Power Commission on October 
Titn announced its order determining the 
actual legitimate original cost of the Winton 
hydroelectric project (Project No. 469), Min- 
nesota Power & Light Company, Duluth, Min- 
nesota, licensee, to be $1,395,155.80 and dis- 
allowing $25,907.20. The order stated that the 
“disallowed” amount did not constitute part 
of the actual legitimate original cost of the 
project, which the company claimed to be 
$1,421,063. Among the disallowed items were 
duplicate billing by Electric Bond and Share 


Company, and the cost of a transformer, pur- 
chased for this project but installed in the 
Minnesota licensee’s Virginia substation. 

The FPC’s order directed the company to 
establish and maintain control accounts with 
reference to this project showing the total 
debit in its plant accounts to be $1,395,155.80, 
the original cost as of July 31, 1924, ‘and to 
transfer all “disallowed” items to appropriate 
accounts, as specified in the order, 

The Winton project is located on the Ka- 
wishiwi river connecting Garden Lake and Fall 
Lake in St. Louis and Lake counties, Minne- 
sota. 


Missouri 


Utility Agrees to Sell Unit 


HE Federal Light & Traction Company re- 

cently concluded a tentative agreement to 
sell to the city of Springfield its Springfield 
Gas & Electric Company subsidiary. The price 
agreed on was $6,750,000. Out of this sum 
Federal would retire Springfield’s $4,014,000 
of first mortgage 5 per cent bonds at their 102 
call price and the latter’s 11,286 shares of $7 
preferred stock at the redemption price of 
$115 a share. This would leave a balance of 
$1,357,830 for Federal’s ownership of Spring- 
field Gas & Electric Company’s entire 50,000 
common shares. The price for the equity in 
this transaction was said to be considerably 
in excess of the $650,000 offered for the com- 
mon stock by R. H. Teed of Hot Springs, 
Arkansas. 

The contract between Federal and the city 
of Springfield in reality was reported to give 
the city merely first call to purchase the sub- 
sidiary company’s property since consumma- 
tion of the deal would be contingent on the 
city clearing up certain legal questions before 
going through with the actual purchase. These 
questions are whether a referendum is neces- 
sary to ratify the purchase plan and whether 
it would be necessary to pass an ordinance 


to authorize issuance of revenue bonds by the 
city. 

Sources close to the situation were said 
to believe a referendum is not necessary and 
that, even if one were held, approval of the 
voters would be forthcoming. The chief ques- 
tion is whether the city would be able to issue 
revenue bonds to provide the necessary funds 
to make the purchase. 


Seeks Authorization of SEC 


7. Associated Electric Company recently 
petitioned the Securities and Exchange 
Commission to authorize the sale of its inter- 
est in Missouri General Utilities Company to 
a group of cooperatives and the city of Rolla 
for a basic price of $1,610,000. 

The proposed purchases and the amounts 
each would pay to Associated are: Genevieve 
Electric Manufacturing, Inc., $991,000; Inter- 
County Electric Codperative ‘Association, $70,- 
000; Scott-New Madrid-Mississippi Codper- 
ative Association, $52,000; Biack River Elec- 
tric Coéperative, $45,000; Crawford Electric 
Codperative, Inc., $42,000; and the city of 
Rolla, Missouri, $410,000. 

The SEC subsequently scheduled a hearing 
for October 25th. 


Montana 


FPC Sets Oral Argument Date 


HE Federal Power Commission on October 

6th announced its order setting oral argu- 
ment before the commission en banc at Wash- 
ington cn November 29th, on issues raised at 
the public hearing held jointly with the Mon- 
tana Public Service Commission in Butte from 
March 27th to May 12th of this year to de- 
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termine accounting adjustments to be made 
by the Montana Power Company. The Mon- 
tana commission has been invited to partici- 
pate in the oral argument. 

Main briefs and reply briefs have been 
filed by counsel for the commission, the Mon- 
tana Power Company, intervener American 
Power & Light Company, and the $6 pre- 
ferred stockholders. 
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The Federal Power Commission order an- 
nounced this month stated that oral argument 
may be helpful in the decision of the matter. 

The hearing held earlier in the year was 
an outgrowth of an FPC order dated March 1, 
1944, directing the Montana Power Company 
to show cause at a hearing why it should not 
be ordered (1) to dispose of $2,707,690.26, 
now classified in the account designated as 
“Common Utility Plant Acquisition Adjust- 
ments” in accordance with an appropriate 
method deveioped from evidence at the hear- 
ing, (2) to dispose of $50,632,841.26 repre- 
senting write-ups and other inflationary items 
in its electric plant accounts, in accordance 
with such plan as the commission shall ap- 
prove or prescribe, and (3) to prepare addi- 
tional studies with respect to $4,031,252.69 in 
its electric plant account for the purpose of 


determining the appropriate classification and 
disposition of this amount in accordance with 
the requirements of the commission’s uniform 
system of accounts. 

The commission’s staff found $54,660,127.94 
(consisting of $54,296,108.91, Electric Plant in 
Service, $6,904.87, Electric Piant Leased to 
Others, aad $357,114.16, Construction Work in 
Progress) to be the original cost of the Mon- 
tana Company’s electric plant as of January 1, 
1937, the effective date of the uniform system 
of accounts. Thus, the amounts involved in 
the March 1, 1944, order represent approxi- 
mately 46 per cent of the company’s book 
cost of electric plant. 

The Montana Power Company serves cus- 
tomers in Anaconda, Billings, Butte, Great 
Falls, Helena, Missoula, and some seventy 
other Montana communities. 


Nebraska 


Power Vote Delayed 


HE Lincoln city council recently, by a vote 

of 4 to 3, declined to take steps necessary 
to put on the November ballot a proposition 
that the city acquire the local distribution 
system of Consumers Public Power District 
by condemnation. 

Vote was on motion by Mayor Martj, after 
introduction of the ordinance submitting the 
proposal to suspend the ruies and place the 
document on second and third readings and 
final passage. 

Those opposing were Messrs, Dunn, Kitrell, 
Weaver, and Wilkinson. The supporting cast 
consisted of the mayor and Councilmen Maly 
and Brown. The last two were members, 
Maly chairman, of the council’s special “price” 
committee which had worked long in an effort 
to reach agreement with Consumers on a sat- 
isfactory amount to be paid. 

Lester Dunn, third member of the group, 
white stating that no men could have worked 
harder to get a negotiated price, opposed sub- 
mission now because of the fact that validity 
of the condemnation statute, in the Kearney 
Case, has not been determined by the state su- 
preme court. This statute has been on the 
books for many years and has been sustained 
several times by the court. 

Nebraska hydros, through their respective 
managements, have accepted an invitation to 
participate in attempted settlement of the Lin- 
coln power problem, according to word out of 
Grand Island. According to Stanley Maly, 
chairman of the council’s special committee, 
the pene always have been vitally inter- 
ested. 

“They can undoubtedly see that their inter- 
ests are vital in this picture and that those in- 
terests are jeopardized materially if acqui- 
sition by the city doesn’t go through,” he said. 
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Union Intervenes 


HROUGH its attorneys, the International 

Brotherhood of Electrical Workers inter- 
vened last month in the state supreme court 
in the case from Omaha challenging the vaiid- 
ity of LB 204 and the authority of the city 
council to proceed to negotiate for the pur- 
chase of Nebraska Power Company without 
first getting a vote of the people whether they 
want to buy. 

Backing up the arguments of attorneys who 
secured an injunction from the district court 
to prevent further steps being taken toward 
negotiations for a purchase, the union’s law- 
yers, said that in the first place it involves the 
right of the people to have a voice in whether 
a private utility shall be purchased, and in the 
second place pubiic ownership would cause 
the union members to lose valuable bargain- 
ing rights. They said there was no doubt that 
under existing protective statutes a change in 
character of any private corporation to a po- 
litical subdivision would result in the loss of 
all rights. They added that the action of the 
council was just a start in the denial and dep- 
rivation of those rights. 

H. I. Aller, president of American Power 
& Light Company, subsequently disclosed that 
his company had been asked to sell Nebraska 
Power Company, a subsidiary, to a nonprofit 
group if such an organization were formed, 
but that as yet no bids had been made. 

Aller denied rumors that his company had 
been offered from $44,000,000 to $50,000,000 
for the Omaha utility and defined such figures 
as “ridiculous” but “interesting.” 

“T have no idea who the private group 
might be,” he asserted, “as it is all very mys- 
terious.” 

The possibility of Nebraska Power being 
sold to a private group followed the expira- 
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tion October 4th of a contract between the 
city and the power company whereby the lat- 
ter agreed there would be no sale of the Omaha 
company without 180 days’ notice being filed 
with the city. Although both the city and Ne- 
braska Power signed a renewal of the contract, 
it was not signed by American Power & Light, 
the holding corporation. 

The Omaha city council on October 4th 
adopted a resolution directing the city attor- 
ney to draw up an ordinance providing for 
condemnation by the city of the properties of 
Nebraska Power Company, and for submis- 
sion of such condemnation to a vote of the 
electorate. 


Gas Franchise Approved 


HE Lincoln city council on October 2nd 

approved a resolution authorizing trans- 
fer of the gas franchise granted the Iowa- 
Nebraska Light & Power Company in 1940 
to the Central Electric & Gas Company, Sioux 
Falls. The franchise has six years to run. Pur- 
chase price of the Iowa-Nebraska stock, in- 


New 


Survey to Aid Industry 


| order to help industry in the metropolitan 
area obtain as much postwar work as pos- 
sible and get it as soon as production for 
civilian purposes is permitted, Consolidated 
Edison Company of New York, Inc., and its 
system companies are making a comprehen- 
sive survey of the manufacturing facilities in 
Manhattan, the Bronx, Brooklyn, Queens, and 
Westchester county, it was announced on Oc- 
tober Ist. 

Technically trained field employees of the 
Edison system are interviewing 24,000 indus- 
trial concerns to obtain information on the 
products that they can manufacture, as well 
as on processing facilities. The survey, which 
wiil bring together much information not here- 
tofore available, will cover products manu- 
factured in the prewar period, at present, and 
those contemplated or possible of manufac- 
ture in the postwar period; number of em- 
ployees in the prewar period, the war period, 
an estimate of the number for the postwar pe- 
riod broken down into male and female groups ; 
plant data, research and engineering facilities, 
= siding and dock faciiities, and the 
ike. 

The survey is scheduled for completion by 
December lst. Already the work is 79.4 per 
cent completed for the Bronx, 68.5 per cent 
completed for Queens, and well under way in 
the other areas. 

Catalogued and classified, this information 
will be kept on file at the offices of the Edi- 
son system companies and with representative 
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cluding Lincoln and other Nebraska territory, 
was shown by Central officials as $4,325,000 
This territory includes 38 municipalities out- 
side of Lincoln, 

Central Electric also operates a natural gas 
business in Sioux Falls and Columbus, Ne- 
braska. Purchase of the stock is from Conti- 
nental Gas & Electric Company. 

The resolution provided that Central accept 
all obligations under the franchise and that 
purchase must be completed before Decem- 
ber 31st. It further stated that the city does 
not recognize the price paid for purposes of 
rate making or taxation. 


Power Purchase Studied 


Te gocwrmay of the Beatrice chamber of com- 
merce decided after a meeting on Oc- 
tober 5th to appoint a large citizens’ commit- 
tee, known as a fact-finding committee, to 
study the proposal that the city purchase Con- 
sumers Public Power District’s distribution 
system in Beatrice. The question is to be 
voted on November 7th. 


York 


trade associations which are codperating in 
the effort to bring prosperity to New York. It 
will provide an up-to-date file of the manu- 
facturing facilities in the territory which 
have been expanded and changed during the 
years of intensive war production, This in- 
ventory will be available to those who have 
work to dispense, showing which plants have 
the specific ability to perform particular types 
of work. 

Raiph H. Tapscott, president of Consolidated 
Edison, said that the plan was intended to 
help maintain manufacturing activity in the 
metropolitan area during conversion to peace- 
time requirements. 


Tax on Transit Fares Asked 


2-cENT tax on all transit fares within the 

city of New York, to be paid by riders on 
rapid transit, streetcar, and bus lines, whether 
publicly or privately operated, was proposed 
recently by the City Club of New York. Such 
a tax, the club declared, would provide addi- 
tional revenue of $68,000,000 a year to meet the 
annual subway deficit of $41,000,000 and pro- 
vide funds for necessary improvements. 

Told of the proposal, Mayor LaGuardia 
made this brief comment: “No matter what 
you call it, it’s a 7-cent fare, isn’t it?” 

A similar proposal, applicable only to sub- 
way lines, was made in 1933 by Lindsay Rog- 
ers, then a member of the Columbia Univer- 
sity faculty, in a report to a City Club com- 
mittee. That 2-cent tax, Mr. Rogers said, 
would give the city from $35,000,000 to $40,- 
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000,000 of additional revenue annually to meet 
a financial emergency arising from the need 
of successive refundings of $144,000,000 of out- 
standing short-term obligations of the city. 
The proposal received a cold welcome in of- 
ficial circles. 

The City Club’s present proposal was made 
in a preliminary report based upon eighteen 
months of study of the rapid transit situa- 
tion. The study was said to be still in prog- 
ress. The preliminary report declared that the 
greatest need today was a radical change in 
the form of management of the unified trans- 
it system and suggested that the methods 
adopted in London be followed. 

Although praising Mayor LaGuardia for 
showing a disposition to view the subway defi- 


cit problem “courageously,” the report re- 
jected the mayor’s proposed “transportation 
tax” on rents, commuters’ fares, and mort- 
gage interest as “too complicated, too difficult 
of collection, and likely to produce too little 
revenue.” It also rejected a 10-cent fare on 
rapid transit lines on the ground that while 
it might bring in more revenue than required 
to meet the deficit, it would set a “danger- 
ous precedent for subsidizing city services 
through excessive charges.” 

The report also rejected a 2-cent tax limited 
to rapid transit lines. Such a tax, it declared, 
would not provide enough revenue and the 
increased charge might drive patrons of those 
lines to the 5-cent bus and trolley lines, al- 
ready overcrowded. 


x 
Ohio 


Pay Raise Denied by WLB 


FFIRMING the recommendation of a tripar- 
tite panel, the fifth regional War Labor 
Board at Cleveland early this month denied the 
request of the Utility Workers Organizing 
Committee (CIO) for a wage increase of 7 
cents an hour for employees of the Cleveland 
Electric Illuminating Company who are repre- 
sented by Local 270 of the union. Labor mem- 
bers of the board dissented. 
Leonard E. Palmer, president of Local 270, 
said he had no comment to make on the re- 


gional board’s decision prior to presenting it 
to the local’s membership. Palmer indicated, 
however, that the union would not withdraw 
the strike vote scheduled to be conducted 
among 1,770 operating, construction, and 
maintenance employees of the CEI on Oc- 
tober 7th by the Cleveland regional office of 
the National Labor Relations Board. 

Local 270 filed notice of the strike vote on 
September 7th after the labor board panel’s 
recommendation had been announced. { 
strike was scheduled for October 7th, but. was 
still being debated. 


Pennsylvania 


Refuses to Review Case 


N the absence of any proposal for a fare in- 

crease, the Philadelphia Transportation 
Company's valuation and permissible rate of 
return are “merely academic” questions, the 
state supreme court held recently. 

Declaring “no useful purpose can be served 
by litigation at this time,” the court refused the 
appeals of the city and ‘the state public utility 
commission from a superior court decision 
boosting the figures set by the commission. 

The high court added, however, that “if, in 
the future, increased rates are proposed, such 


matters may become relevant”—which was in- 
terpreted as leaving the door open for new 
appeals in the event of an attempt by the trans- 
it company to increase its fares after the war. 

Although the ruling did not uphold the com- 
mission’s valuation of $77,000,000 and its al- 
lowable return of 6 per cent, neither did it up- 
hold the $93,000,000 and 63 per cent fixed by the 
superior court. It merely noted that “the com- 
mission and the learned court differed.” 

Philadelphia Transportation sought to in- 
crease its fare rates three years ago but with- 
drew the new schedule because of mounting 
earnings. 


Washington 


that establishment of the PUD would decrease 
rather than increase the value of their prop- 
erty. 

Attorneys for railroad, lumber, and power 


Owners’ Plea Rejected 


PLEA by large landowners that they be ex- 
cluded from the proposed Public Utility 
District No. 1, recently was rejected by the 
board of county commissioners at a hearing 
at which almost a score of witnesses testified 
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companies questioned executives of the 
county’s largest land-holding companies 
through an all-day session September 29th. 
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All agreed that the majority of the land in 
King county not now served with electricity 
would not be increased in value by the estab- 
lishment of a PUD. 

The commissioners, however, held that the 
matter should be decided by the people at the 
November 7th election and ruled that the pro- 
posal be placed on the ballot. 

C. P. Johnson, a vice president of the Puget 
Sound Power & Light Company, said the PUD 
would include all of King county, with the ex- 
ception of cities. 

“The rates in the rural areas are lower than 
any comparable area in the United States,” 
Johnson said. “Areas not served with elec- 
tricity consist almost entirely of mountainous 
and timber land unsuitable for agriculture.” 


FPC Denies Petition 


HE Federal Power Commission on October 
11th announced its order denying the peti- 
tion filed by the city of Tacoma for exclusion 
of the original La Grande plant from the pro- 


posed license for two hydroelectric develop- 
ments (Project No. 1862) located on the Nis- 
quaily river in the Snoqualmi National Forest, 
Washington. The order also extended the time 
for acceptance of the license which will be- 
come effective January 1, 1944. 

The FPC order denying the petition stated 
that under the plan of construction approved 
by the commission the entire La Grande de- 
velopment, with the old and new units, “is an 
integral part of the enlarged, comprehensive 
development of this section of the Nisqually 
river, and the oid units are an essential part of 
the project. Operation of Project 1862 with- 
out the old generating units would not make 
the fullest possible use of the water resources 
available and would not be desirable.” 

In its petition the city claimed that the old 
32,000-horsepower units in the original La 
Grande plant should be excluded from the li- 
cense because this plant has been operated 
since 1912 without any Federal license and 
shouid not be brought under license at this 
time, 


West Virginia 


Seeks Gas Rate Increase 
eres included in the Charleston group 


of the Columbia Gas & Electric system, 
due to near exhaustion of gas fields and in- 
creased replacement costs, have applied to the 
Federal Power Commission for increases in 
charges for gas soid wholesale to associated 
companies, it was announced recently. Greatly 
increased use of industrial gas has resulted in 
the imminent exhaustion of the Oriskany gas 
fields in West Virginia, it was stated. 
Companies comprising this group include 
the United Fuel Gas Company, Warfield Nat- 
ural Gas Company, Cincinnati Gas Transpor- 
tation Company, and the Huntington Develop- 
ment & Gas Company. 


In order to replace the gas thus consumed, 
the companies have found it necessary to en- 
gage in the most extensive and expensive drill- 
ing program in their history; and have con- 
tracted for additional large quantities of gas 
to be delivered from Texas, it was stated. The 
Tennessee Gas & Transmission Company, with 
which company the contract has been made, 
advised that over 1,200 miles of pipe line have 
already been completed and that deliveries 
would begin some time this month. 

Officials of the system emphasized that the 
extensive well-drilling program in the West 
Virginia group in gas-producing sands other 
than the Oriskany will have to be continued 
for years to come, despite deliveries from 
sources outside the Appalachian field. 


Wisconsin 


FPC Dismisses Application 


HE Federal Power Commission on October 

12th announced its order and opinion 
(No. 118) dismissing applications filed by 
Wisconsin Southern Gas Company seeking (1) 
an order to direct Natural Gas Pipeline Com- 
pany of America to extend its transmission 
facilities to the Illinois-Wisconsin state boun- 
dary near Genoa City, and to sell natural gas 
to Wisconsin Southern for distribution in 
southeastern Wisconsin; and (2) an applica- 
tion for a certificate of public convenience and 
necessity to authorize Wisconsin Southern to 
construct and operate a 44-inch diameter pipe 


line from the Illinois-Wisconsin state boun- 
dary to Wisconsin Southern’s existing gas 
distribution system at Lake Geneva, Wiscon- 
sin. The object of these applications was to 
enable Wisconsin Southern to substitute 
straight natural gas for manufactured gas 
now served to its customers in Racine and Wal- 
worth counties, Wisconsin, including Burling- 
ton, Lake Geneva, Williams Bay, Delavan, and 
Elkhorn. 

The majority opinion was signed by Chair- 
man Basil Manly and Commissioners Claude 
L. Draper and John W. Scott. Commis- 
sioner Nelson Lee Smith filed a dissenting 
opinion. 
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The Latest 
Utility Rulings 


Power Company Not Required to File Rates 
For Prospective Power District Customer 


HE refusal of the Washington 

Water Power Company to file with 
the Washington Department of Public 
Service a schedule showing rates at which 
it would furnish power to public utility 
districts engaged in condemning its prop- 
erty in order to create district plants has 
been sustained by the supreme court of 
Washington. Complaints had been filed 
by two public utility districts, and the 
department of public service had sus- 
tained demurrers by the power company. 
The superior court had sustained the de- 
partment’s action and the supreme court 
affirmed. 

The court pointed out that what the 
districts were applying for or demanding 
was a schedule of rates, not electrical 
service. Therefore, statutes imposing 
upon utilities the obligation to furnish 
service at fair rates were inapplicable. 

Some statutes related to an unlawful 
charge, demand, or collection of compen- 
sation for service. In this case the power 
company had not charged anything to the 
districts and had not demanded or col- 
lected anything from them. The court 
said in part: 

In support of their contentions, appellants 
cite a number of decisions rendered by state 
regulatory commissions, appearing in the 
new series of Public Utilities Reports. It is 
quite true that, in some of those decisions, 
the public service commissions of the par- 


ticular states established rates to be charged 
by a public utility for service to be supplied 
to a public corporation which did not yet 
fully own, or had not yet constructed, the 
properties to be served. However, in none 
of those cases was the question raised or 
decided as to whether the public service com- 
mission had the power, in such situations, to 
establish rates or to compel the filing of 
schedules thereof. In each instance, the 
litigant parties either assumed that the com- 
mission had such power under the state 
statute, or else, for their own convenience, 
submitted the question of rates to the com- 
mission for ready decision. 


The sum and substance of the allega- 
tions of the complaint, said the court, 
were that the districts desired the infor- 
mation sought by them in order that they 
might determine whether they should 
take title to the properties being con- 
demned, or whether they should abandon 
the proceeding, and, in the former con- 
tingency, that they might be better able 
to finance the acquisition of the prop- 
erties by a sale of their revenue bonds. 
The court declared that it is not the func- 
tion of the department of public service 
to aid in the creation of new public util- 
ities ; its function is simply to supervise 
and regulate those which are in existence 
in the state and come under its authorized 
jurisdiction. State ex rel. Public Utility 
District No. 1 v. Department of Public 
Service et al. 150 P(2d) 709. 


e 


Service Denial to Village Because of 


Unpaid Bill 


nN application by the Kentucky Nat- 
ural Gas Company for authority to 
abandon service of natural gas to the vil- 
lage of Flat Rock, Illinois, because of 
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Disapproved 


nonpayment of bills, was denied by the 
Federal Power Commission, where it ap- 
peared likely that future operations would 
permit the village to discharge its obliga- 
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tions to the company. The village had be- 
come in arrears in the payment of its 
bills to the gas company by approximate- 
ly $180, as compared with an arrearage 
over the preceding ten months of approx- 
imately $1,600. 

The village had purchased its natural 
gas system in July, 1942. The system was 
in poor condition, and meters were not 
registering properly, and after the village 
began operation amounts collected from 
customers for gas service were insuffi- 
cient to enable it to pay in full the com- 
pany’s bills for gas. Necessary improve- 
ments were made, and it appeared that 
conditions would further improve in the 


future. The gas company was found to 
be the only practicable source from which 
the village might procure natural gas, and 
no claim was made that the available sup- 
ply was depleted to the extent that the 
continuance of gas service was unwar- 
ranted. 

Under these circumstances the com- 
mission held that the record did not con- 
tain a sufficient showing that the present 
or future public convenience and neces- 
sity permitted the abandonment of the 
sale and service of natural gas, under the 
provisions of §7 (b) of the Natural Gas 
Act. Re Kentucky Natural Gas Co. 
(Docket No. G-518). 


7 


Trucking Timber Held to Be Operation 
Of Carrier for Hire 


P Sertengnted to operate as a class A pri- 
vate motor carrier by motor vehicle 
for hire for the transportation of timber 
and mine props from forest and timber 
camps was granted by the Colorado com- 
mission to a person who operated under 
a contract with the owner of the timber 
land. The carrier paid the company for 
timber cut and agreed to resell the timber 
only to the company. 

The only question involved was 
whether the cartage constituted a for- 
hire service or transportation of prop- 
erty sold, or to be resold, in a commer- 
cial transaction. The commission de- 
clared: 


The situation here is similar to that con- 
sidered by the court in A. W. Stickle Co. 
v. ICC 128 F(2d) 155, decided by the tenth 
circuit court of appeals in May, 1942, Under 
the facts in that case, the court held that 
Stickle was a carrier for hire. While ap- 
plicant does not issue freight bills, invoices, 
or charge definite rates for the service, he 
does transport timber to fill a specific con- 
tract entered into with the corporation. We 
do not prescribe rates for the movement of 
timber. The situation is not like that in ICC 
v. Clayton 127 F(2d) 967, decided by the 
tenth circuit court of appeals in April, 1942, 
where it was determined that Clayton was 
not a for-hire carrier. 


Re Chavez (Application No. 6635-PP, 
Decision No. 22578). 


e 


Higher Tax under Substituted Franchise 
Is Chargeable to Expense 


HE California commission, on re- 

hearing following a ruling that 
charges under a substitute franchise in 
excess of charges under the original fran- 
chise could not be allowed as operating 
expense, reversed its ruling in view of a 
more extensive and complete record deal- 
ing with the relative merits of the fran- 
chises. A certificate was therefore 


granted authorizing the exercise of 
rights and privileges granted by a city 
pursuant to an ordinance under the 
Franchise Act of 1937 to replace a fran- 
chise which had been granted under the 
Broughton Act. 

Under the Broughton Act franchise 
the company would have paid an annual 
charge to Culver City of only $493.21 for 
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THE LATEST UTILITY RULINGS 


the year 1942, whereas under the fran- 
chise granted under the provisions of 
the 1937 Franchise Act the company 
would be required to pay $4,158 as an an- 
nual charge for the same period. 

The commission concluded that the 
company had the right to avail itself of 
ihe provisions of the Franchise Act of 
1937, particularly when there was no 
showing that the utility had taken any un- 
due advantage of the municipality or 
that the public interest was adversely af- 
fected to any serious degree. In view of 
this conclusion, the commission said, it 
followed that the annual cost incident to 
maintaining that franchise in rendering 


public utility service was an expense 
properly chargeable to operation. 

The commission also stated that it 
could not authorize capitalization of the 
franchise involved or the certificate of 
convenience and necessity, or the right 
to own, operate, or enjoy such franchise 
or certificate, in excess of the amount 
actually paid for such rights, Likewise 
the franchise involved could never be 
given any value before any court or 
other public authority, in any proceed- 
ing, in excess of cost to the grantee. Re 
Southern California Edison Co. Ltd. 
(Decision No. 37192, Application No. 
25632). 


7 


Accounting for Purchase Price in Excess 
Of Depreciated Cost 


oe California commission, in ap- 
proving the acquisition of a public 
utility water system, held that any excess 
of purchase price over depreciated his- 
torical cost must be charged to Account 
15, Other Suspense. Moreover, the 
amount so charged to that account, in the 
opinion of the commission, should be 
amortized by charges to Corporate Sur- 
plus within ten years after date of acqui- 
sition of the properties. 

The agreement of sale gave the seller 


a flat rate for water service for twenty 
years subject to commission approval. 
The water thus delivered would be used 
by the owners of a land company on their 
home place. No actual rate was mentioned 
or fixed in the agreement. The commis- 
sion refused to approve that part of the 
sale agreement. It was said that the seller 
should pay the same rate as was charged 
other consumers similarly situated. Re 
East Bell Land Co. et al. (Decision 
No. 37203, Application No. 26108). 


& 


Post-hearing Procedure before SEC on 
Recapitalization Plan 


"FS Securities and Exchange Com- 
nission, in recapitalization proceed- 
ings of the Commonwealth & Southern 
Corporation, denied a petition by coun- 
sel for certain common stockholders 
(challenging the accuracy of.portions of 
the commission staff’s proposed findings) 
requesting that the findings be stricken, 
that the staff be directed to file amended 
findings, and that in the meantime the 
proceedings be stayed. A request for 
oral argument on the petition was denied 
except to the extent that there might be 
oral argument by this party later on the 
merits of the case. 
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Commonwealth & Southern had filed 
a plan in order to comply with the com- 
mission’s order of April 9, 1942, 44 
PUR(NS) 217, directing the holding 
company to reduce its capital structure 
to a single class of common stock. A 
stipulation was entered into by all par- 
ties establishing a post-hearing proce- 
dure. This procedure involved submis- 
sion, by the public utilities division of 
the commission, of a draft of proposed 
findings and opinion recommended by 
the division for adoption by the commis- 
sion, to be followed by the opportunity 
for the submission of exceptions and 
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briefs by the other participants and reply 
briefs by all participants. Thereafter 
oral argument would be held before the 
commission. 

The staff on May 29, 1944, had mailed 
to all participants its draft of proposed 
findings and opinion. The time for filing 
of exceptions and briefs had been ex- 
tended from time to time, and the final 
extension was to August 3, 1944. The 
petition by counsel for the stockholders 
mentioned was filed on July 31, 1944, 

The post-hearing procedure adopted, 
said the commission, had been developed 
for the specific purpose of insuring the 
participants a full opportunity to chal- 
lenge the contentions of the staff and to 
present opposing points of view. The is- 


sues raised by this petition were said to 
be issues which should properly be 
raised by exceptions to the staff’s pro- 
posals or in a brief in opposition. The 
oral argument would afford full opportu- 
nity for all participants to express their 
respective points of view. 

The commission believed that this pro- 
cedure was an orderly and effective 
method of sharpening the issues of fact 
and law to be determined and that the 
present petition was incompatible with 
this procedure. To grant it would serve 
no purpose other than undue protraction 
of the proceeding. Re Commonwealth & 
Southern Corp. (Delaware) (File Nos. 
59-20, 59-8, 54-75, Release No. 
5191). 


e 


Commission Duty to Investigate Not Concluded 
When Public Counselor Rests 


A MOTION to dismiss proceedings in- 


stituted by the Indiana commission 
on its own motion to investigate local 
transportation rates was denied when 
based upon the proposition that the pub- 
lic counselor had completed his case and 
had failed to introduce sufficient evidence 
to support an order. Various hearings 
had been held at which the public coun- 
selor introduced certain evidence relating 
to the matters under investigation. At the 
last of these hearings he announced that 
he rested and that he had presented all 
the evidence that he desired to introduce 
at that time. Then the motion to dismiss 
was made. 

The commission reviewed applicable 
statutes and said that it was apparent 
that the commission has a duty and ob- 
ligation thoroughly to investigate and 
develop the facts in connection with pro- 
ceedings of this kind. In proceedings in- 
stigated on its own motion the commis- 
sion has an obligation and responsibility 
exceeding the responsibility of the pub- 
lic counselor. Quoting from the commis- 
sion opinion: 

This is made definitely clear by the pro- 
viso to § 5 of Chap. 101 of the Acts of 


1941. The first part of this section says in 
substance that the commission shall act as an 
impartial fact-finding body. It also pro- 
vides that all evidence given in such pro- 
ceeding shall be offered on behalf of the 
“respective parties to, or appearing in” the 
proceeding and not in the name or behalf of 
the commission itself. It then provides that 
if the interests of the public are not other- 
wise adequately represented by counsel, it 
shall be the duty of the public counselor, “tf 
requested by the commission, to make ade- 
quate preparation for the presentation of the 
interests of the public in such proceeding.” 
The proviso says: “Provided, however, That 
nothing in this section contained shall pre- 
vent the public service commission of In- 
diana from instituting, prosecuting, hear- 
ing or determining any investigation or pro- 
ceeding which it is authorized to do, or 
make, on its own motion by any law with 
the administration of which it is charged.” 
By the first part of the section it appears 
that the public counselor is not required to 
appear in any proceeding before the public 
service commission unless requested to do so 
by the commission. By the proviso it is indi- 
cated that the first part of the section does 
not apply to proceedings instituted by the 
commission on its own motion, or at least 
it shall not apply to the extent that it would 
prevent the commission from instituting or 
prosecuting such proceedings. 

In the instant case, the public counselor 
did appear and introduce certain evidence, 
at the conclusion of which he rested. The 


OCT. 26, 1944 590 


wholly 
Marit 
coveri 
tion ¢ 
rates 
gas T 
modif 
sion. 
Ad 
woul 
ers C 
prop 
creas 
Ne 
servi 
amou 
tors, 
of th 
woul 
ance 
resid 
of tl 
be ré 
in lis 
appl 
urba 
nect 
com: 
cont 
obsc 
acte 
*F 
stan 
cal | 
sche 
chat 
to 
mig 
and 
the 





THE LATEST UTILITY RULINGS 


fact that he rested, however, does not, in 
our opinion, constitute a completion of the 
hearing or investigation from the standpoint 
of the commission or the public. In view of 
the above-quoted statutes if the commission 
feels that at the time the public counselor 
rests his case there is insufficient evi- 
dence on any or all the issues involved in 


e 


Simplification of Rate Schedules 
Approved by Commission 


N application filed by the Wisconsin 
Public Service Corporation and its 
wholly owned subsidiary, Menominee & 
Marinette Light & Traction Company, 
covering a broad revision and simplifica- 
tion of electric commercial and power 
rates and a relatively minor revision of 
gas rates was approved, with certain 
modifications, by the Wisconsin commis- 
sion. 

Adoption of the proposed rates 
would result in annual savings to custom- 
ers of about $220,000, although some 
proposed changes would result in in- 
creases to a limited number of customers. 

New schedules for commercial lighting 
service would permit an unlimited 
amount of power confined to small mo- 
tors, which would meet the requirements 
of the company’s filed service rules, and 
would reclassify communities in accord- 
ance with the classification applicable to 
residential service. The minimum charge 
of the rural commercial schedule would 
be reduced so as to bring it more nearly 
in line with the schedule proposed to be 
applied to the smallest communities in the 
urban classification. An optional con- 
nected load schedule applicable in certain 
communities would be withdrawn. The 
connected load schedule was termed an 
obsolete type, discriminatory in char- 
acter. 

The company proposed to adopt as 
standard power schedules, rates identi- 
cal in level with the commercial lighting 
schedules. For the first time a fixed 
charge type of rate would be applicable 
to general power service. Customers 
might combine any amounts of lighting 
and power under the new schedules at 
the voltages and subject to the voltage 
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the investigation and hearing, then it is not 
only the right but the duty of the commis- 
sion to supply the necessary evidence, if such 
evidence is available. 


Re Indianapolis Railways, Inc. (No. 
16288). 


regulation applicable to power service. 
Where voltage or regulation available is 
not proper for lighting service, the cus- 
tomer is to be required to furnish the 
equipment necessary to utilize the service 
for lighting. 

It would be necessary for customers to 
make certain changes in wiring systems 
in order to take advantage of receiving 
both lighting and power service through 
a single meter. Some changes would be 
minor and inexpensive, while others 
would be substantial. 

The commission recognized that, 
owing to the shortage of materials and 
man power caused by the war, some cus- 
tomers would be unable to make the nec- 
essary wiring changes immediately. In 
order that such customers might secure 
the advantages of service through a sin- 
gle meter, the commission provided that 
the company should apply the new rates 
to each separate point of metering, with 
the proviso that if the customer combines 
his services and changes to single meter- 
ing within one year, the company will re- 
fund to such customer the difference be- 
tween the actual billing and what the bill- 
ing would have been had the customer 
been billed through a single meter. Cus- 
tomers who fail to make the change with- 
in one year will not receive refunds but 
will be billed as single meter customers 
following the change in wiring. 

Modifications in gas rates would per- 
mit elimination of two demand rate 
schedules. Customers on these schedules 
would be transferred to new and lower 
schedules with substantial annual sav- 
ings. 

The proposed modifications and re- 
ductions, said the commission, represent 
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a significant step in a program adopted 
by the company after consultation with 
the commission looking toward the mod- 
ernization, simplification, and reduction 
of its rate schedules, The changes 
would eliminate obsolete and discrimi- 
natory schedules, would reduce the cost 


of service to commercial lighting and 
power customers and commercial gas cus- 
tomers, and would introduce rate sched- 
ules more promotional in character and 
more adaptable in meeting competitive | 
conditions. Re Wisconsin Public Service 
Corp. et al. (2-U-1979, 2-U-1980). 


e 


Other Important Rulings 


HERE the entire voting control of a 
public utility subsidiary of a hold- 
ing company was vested in its preferred 
and common stocks and it appeared that 
the assets and earnings of the company 
would not warrant recognition in any re- 
organization plan of the company’s secu- 
rity holders other than its creditors, in- 
cluding holders of outstanding bonds, the 
Securities and Exchange Commission re- 
quired the subsidiary to take such steps 
as were necessary to effect a fair and 
equitable distribution of its voting power 
and required that any plan submitted for 
such purpose should provide for no par- 
ticipation other than by creditors. Re 
Spokane Gas & Fuel Co. (File No. 59- 
74, Release No. 5274). 


The California commission ruled that 
where a utility actually received notice 
of applications and was represented at a 
hearing, a customer’s showing to justify 
granting of relief sought should be con- 
sidered regardless of the manner in 
which requests are presented. But there 
was said to be merit to a utility’s posi- 
tion that pleadings should have been in 
form of complaints and served upon the 
utility in conformity with commission 
rules. Re Regan et al. (Decision No. 
37148, Application Nos. 26113, 26071). 


A holding company was held by the 
circuit court of appeals not to be a “‘per- 
son or party aggrieved” by an account- 
ing order of the Securities and Exchange 
Commission directed solely against the 
holding company’s operating subsidiary, 


and it was not, therefore, entitled to a | 
review of the order under § 24(a) of the | 
Holding Company Act. American Power 
& Light Co. v. Securities and Exchange 
Commission, 143 F(2d) 250. 


A regulation adopted by the depart- | 
ment of water supply of the city of New | 
York restricting the repair of water met- | 
ers, which had the effect of prohibiting | 
repairs by a plumbing supply house, was | 
held by the New York Supreme Court | 
to be unauthorized and also to be in vio- | 
lation of the Federal Constitution on the | 
ground that it curtailed the common | 
right to engage in a lawful private busi- | 
ness. Frank Supply Corp. v. Quilty, 49 § 
NY Supp(2d) 943. ; 


The Illinois commission recently dis- 
missed a protest of Illini Electric Co- 
Operative against an application of 
Illinois Power Company for a certificate 
to construct a rural extension and ruled 
that a codperative which has not sub- 
mitted to state regulation as a public 
utility has no standing before the com- § 
mission. Pointing out that the state act 
does not specifically exempt a codpera- 
tive from its definition of a public utility, | 
it added: “The codperative purports not 
to conduct itself as a public utility. This 
raises the question of whether or not it 
should do so. If it should do so, but does 
not, then clearly it is not in position to 
seek the aid of the commission nor has 
it any standing before the commission 
...” Re Illinois Power Co. (No. 
32318). 


Note.—The cases above referred to, where decided by courts or regulatory commissions, 
will be published in full or abstracted in Public Utilities Reports. 
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DISTRICT OF COLUMBIA PUBLIC UTILITIES COMMISSION 


Re Potomac Electric Power Company 


Order No. 2796, P.U.C. Nos. 3362, 3377, Formal Case Nos. 335, 338 
July 22, 1944; rehearing denied August 18, 1944 


NVESTIGATION to determine whether sliding-scale method of 
electric rate regulation should be abandoned, whether such 
method should be continued in its present form or with modifica- 
tions, and what modifications, tf any, should be made in basic ele- 
ments of the sliding-scale arrangement; arrangement modified. 


Return, § 5 — Sliding-scale arrangement. 
1. A sliding-scale method of rate regulation, involving an agreed rate base 
subject to adjustments and provision for increase or, decrease of rates de- 
pendent upon return, was held to be advantageous to the public and to the 
utility and, therefore, to be preserved with such modification as might be 
required in the light of existing conditions, p. 74. 


Valuation, § 67 — Determination of invested capital — Earned surplus or un- 
distributed earnings. 
2. The elimination of earned surplus or undistributed earnings from invested 
capital finds no support in reason or in law, but, on the contrary, undis- 
tributed earnings invested in the assets of a corporation are just as much a 
part of invested capital as are the dollars obtained by the sale of securities, 
p. 78. 


Valuation, § 96 — Accrued depreciation — Amount applicable to assets represented 
by earned surplus. 
3. The amount of accrued depreciation to be deducted from a rate base 
should not be reduced by deducting an amount representing the portion of 
the depreciation reserve which is supposed to be applicable to assets repre- 
sented by earned surplus, when it is ruled that earned surplus should not be 
eliminated from invested capital, p. 79. 


Valuation, § 39 — Rate base determination — Reproduction cost. 
4. The act creating the Public Utilities Commission does not require that 
exclusive consideration be given to reproduction cost in the determination of 
a rate base, p. 80. 


Return, § 4 — Powers of Commission — Sliding-scale arrangement. 
5. The Commission, under the provisions of paragraph 18 of the act creat- 
ing the Public Utilities Commission, may at any time (after proper notice) 
order such changes in a sliding-scale arrangement as it may determine to be 
necessary and reasonable, p. 80. 


Valuation, § 21 — Rate base determination — Statutory requirements. 


6. The primary duty of the Commission, under the statute creating it, is 
the establishment of a rate base that is fair and reasonable, to the end that 
rates for service to be based thereon will be just and reasonable to consumers 
and the utility alike, p. 80. 
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Valuation, § 36 — Rate base determination — Original cost as measure — Sliding- 
scale arrangement. 
7. A rate base predicated upon original cost is fair to the utility, its in- 
vestors, and consumers, because it gives recognition to every dollar actually 
invested in the property; and a sliding-scale arrangement for rate making 
should be modified accordingly, p. 81. 


Valuation, § 300 — Materials and supplies — Average monthly balances. 
8. The average monthly balances in the materials and supplies account may, 
in accord with regulatory practice, be included as a component of the rate 
base, p. 81. 

Valuation, § 299.1 — Cash working capital — Taxes. 
9. Taxes need be treated no differently from any other operating expense 
item in the determination of the allowance for cash working capital when 
a utility company experiences a regular cycle in the collection of bills and 
the payment of expenses and taxes, p. 82. 

Valuation, § 293 — Cash working capital — Necessity of allowance — Advance 

payment. 

10. No allowance in the rate base for cash working capital is necessary so 
long as revenues are collected generally in advance of the need for the pay- 
ment of operating expenses and taxes, p. 82. 


Valuation, § 250 — Customer contributions — Deposits for extensions. 
11. Property constructed with funds derived from contributions in aid of 


construction and deposits for extensions should be excluded from the rate § 


base, p. 82. 
Valuation, § 85 — Accrued depreciation — Propriety of deduction. 

12. A depreciated rate base should be adopted for the purposes of a sliding- 
scale arrangement for rate making, in preference to continuation of the cal- 
culation of return on an undepreciated rate base with an allowance of 4 per 
cent on depreciation reserve as a reduction in the depreciation accruals al- 
lowed the company for rate-making purposes, since this will result in de- 
sirable simplification and clarity, and will, under the same accrual rates, pro- 
duce identical results to the utility company and consumers, p. 82. 


Depreciation, § 39 — Limitation on reserve — Sliding-scale arrangement. 


13. A 20 per cent limitation on the depreciation reserve of an electric utility, 
provided in a sliding-scale rate arrangement, should be removed where it 


appears that the present favorable position of the company will not be main- | 


tained without modification of this provision, p. 83. 


Valuation, § 104 — Accrued depreciation — Reserve as measure. 
14. The weighted depreciation reserve of an electric company was held to 
constitute a fair and reasonable determination of accrued depreciation for 
application in establishing a depreciated rate base under a modified sliding- 
scale rate arrangement, p. 83. 

Depreciation, § 24 — Annual allowance — Factors considered. 
15. All of the factors causing the ultimate retirement of property should be 
considered in determining the rate to be applied to the cost of property dur- 
ing its useful life in providing for depreciation, p. 86. 

Depreciation, § 51 — Electric utility. 
16. The annual provision for depreciation, both for book purposes and for 
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rate-making purposes, was fixed at the rate of 2.7 per cent of depreciable 
property of an electric utility, p. 86. 

Expenses, § 33 — Amortization of emergency facilities. 
17. The estimated life of emergency facilities necessary during war is the 
controlling factor in the determination of the question whether the cost 
thereof should be amortized or depreciated normally with other similar 
properties, p. 88. 


Expenses, § 33 — Amortization of emergency facilities. 


18. Amortization of emergency facilities required during a war period over 
a 5-year period was held to be reasonable and proper, p. 88. 


Return, § 27 — Cost-of-capital method — Sliding-scale arrangement. 
19. The cost-of-capital method of determining the rate of return in the 
rate-making process was held to be particularly well adapted to a sliding- 
scale rate arrangement, p. 89. 


Return, § 87 — Cost-of-capital basis — Electric utility. 
20. A basic rate of return of 54 per cent for an electric utility company op- 
erating under a sliding-scale rate arrangement was held to be fair and rea- 
sonable where the over-all cost of invested capital was found to be 5.319 
per cent, based upon a finding of long-term debt capital of 3.008 per cent, 
cost of preferred stock capital 5 per cent, and cost of equity capital 8 per 
cent, p. 89. 


Return, § 5 — Sliding-scale arrangement — Test year. 

21. A provision in a sliding-scale rate arrangement for using the results of 
operations during a test year (which is the calendar year) in order to as- 
certain the return earned on the rate base should be continued where the 
record does not contain any sound reason for the abandonment of this prac- 
tice and the only alternative would be the adoption of the forecast method, 
which at best is conjectural and unreliable, and which is particularly vulner- 
able during periods of uncertainty, p. 95. 


Return, § 5 — Sliding-scale arrangement — Basis for rate reduction — Excess 
earnings. 

22. The method of using only a portion of excess earnings as a basis for 
reduction of rates under a sliding-scale rate arrangement should be con- 
tinued, with modifications necessary by reason of a reduced basic rate of 
return, instead of using all earnings in excess of the return allowed at the 
basic rate of return, where original cost or prudent investment is adopted as 
the rate base, the basic rate of return is predicated in major part upon cost 
of gaa capital, and provision is made for annual adjustment of rates, 
p. 95. 


Return, § 5 — Sliding-scale arrangement — Rate adjustments — Reflection in net 
operating income. 
23. The amount found to be available for rate adjustments under a sliding- 
scale arrangement should be reflected in the net operating income of the util- 
ity company by giving proper recognition to the effect upon its income tax 
liability resulting from the decrease or increase in gross revenues, p. 96. 


Depreciation, § 1 — Definition. 
Definition of “depreciation” contained in 1943 report of the Depreciation 
Committee of the National Association of Railroad and Utilities Commis- 
sioners, p. 84 
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APPEARANCES: S. Russell Bowen 
and William K. Laws, for the Poto- 
mac Electric Power Company; Rich- 
mond B. Keech, General Counsel and 
Lloyd B. Harrison, Special Assistant 
Corporation Counsel, for the Com- 
mission; W. Joseph Tewes, appear- 
ing on behalf of Maryland Public 
Service Commission; Thurman Hill, 
Arthur J. Swanick, and Harry R. 
Booth, Procurement Division, Treas- 
ury Department; Alan Johnstone, 
Joseph Guandolo, and Chauncey Hol- 
comb, Federal Works Agency; John 
H. Connaughton, for Federation of 
Citizens’ Associations. 


By the Commission : 


Nature of Proceeding 

On April 26, 1943, by its Order 
No. 2565, this Commission ordered 
that an investigation be made to deter- 
mine, with respect to the electric serv- 
ice furnished by Potomac Electric 
Power Company (hereinafter referred 
to as “Pepco” or “the company”) : 

1. Whether the sliding-scale meth- 
od of electric rate regulation shall be 
abandoned. 

2. Whether the sliding-scale meth- 
od of electric rate regulation shall be 
continued in its present form or with 
modifications of the basic elements of 
the existing arrangement. 

3. Without limiting the scope of 
the investigation, what modifications, 
if any, shall be made in the following 
basic elements of the present sliding- 
scale arrangement : 

(a) The rate base. 

(b) Rate of return. 

(c) Depreciation accruals. 

(d) Method of effecting rate re- 
ductions. 
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On January 5, 1944, by its Order 
No. 2703, this Commission ordered 
that an investigation be made rela- 
tive to rates, tolls, charges, rules, reg- 
ulations, and conditions of service of 
Pepco, pursuant to the provisions of 
the sliding-scale arrangement as now 
constituted or as it may be modified 
as a result of the investigation au- 
thorized by Order No. 2565. 

On January 26, 1944, the Commis- 
sion issued its Notice of Hearing in 
which it stated that the matters set 
forth in Orders Nos. 2565 and 2703 
would be consolidated and set down 
for formal public hearing to be held 
on February 28, 1944. 


The United States of America, 
through two of its agencies, namely, 
the Treasury Department, by its Di- 
rector of Procurement, and the Pub- 
lic Buildings Administration of the 
Federal Works Agency, and the Fed- 
eration of Citizens’ Associations, 
through its Public Utility Committee, 
were permitted to intervene. 

Formal public hearings were held 
on thirty-three days in the period from 
February 28, 1944, to May 9, 1944, 
inclusive. Briefs were filed by the 
various parties on May 31, 1944. 


The Sliding-scale Arrangement 


A. Authority for a Sliding-scale 
Arrangement 


The Commission is authorized to 
adopt the sliding-scale method of rate 
determination by the provisions of 
paragraph 18 of the act of March 4, 
1913 creating the Public Utilities 
Commission. The provisions of this 
paragraph are given below: 

“Paragraph 18. That nothing in 
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this section shall be taken to prohibit 
a public utility, with the consent of 
the Commission, from providing a 
sliding scale of rates and dividends 
according to what is commonly known 
as the Boston sliding scale, or other 
financial device that may be practicable 
and advantageous to the parties in- 
terested. No such arrangement or de- 
vice shall be lawful until it shall be 
found by the Commission, after in- 
vestigation, to be reasonable and just 
and not inconsistent with the pur- 
poses of this section. Such arrange- 
ment shall be under the supervision 
and regulation of the Commission. 
The Commission shall ascertain, de- 
termine, and order such rates, charges, 
and regulations, and the duration 
thereof, as may be necessary to give 
effect to such arrangement, but the 
right and power to make such other 
and further changes in rates, charges, 
and regulations as the Commission 
may ascertain and determine to be 
necessary and reasonable, and the 
right to alter or amend all orders rela- 
tive thereto, is reserved and vested 
in the Commission notwithstanding 
any such arrangement and mutual 
agreement.” 


B. Adoption of the Arrangement 


On May 2, 1917, this Commission 
had issued its Order No. 208, PUR 
1917D 563, in which. it found the 
fair value of the property of Pepco 
used and useful for the convenience 
of the public within the District of 
Columbia as of December 31, 1916. 

Following this finding, the Com- 
mission, on July 13, 1917, issued its 
Order No. 223, PUR1917F 70, in 


which it established rates for service 
predicated upon a rate of return of 
7 per cent upon the fair value of the 
property of Pepco established by Or- 
der No. 208, supra. Pepco did not ac- 
cept the determinations made by the 
Commission, and protracted litigation 
followed. 

On December 31, 1924, seven and 
one-half years after the determination 


made by the Commission of the fair 


value of the property of Pepco and the 
rates to be charged for service, the 
supreme court of the District of 
Columbia (now the United States 
district court for the District of 
Columbia) issued a decree (common- 
ly known as the “consent decree’) 
which terminated the litigation involv- 
ing these matters. 


The aforementioned consent decree 
recited that on December 20, 1924, 
counsel announced that the parties 
were able to reach an agreement set- 
tling all matters in controversy, bring- 
ing the valuation of Pepco’s property 
down to that time, and also establish- 
ing a sliding scale as a basis upon 
which rates should be made in the fu- 
ture. 

After reviewing the provisions of 
the sliding-scale arrangement and 
other matters pertinent to the pro- 
ceedings, the court ordered that on 
or before January 2, 1925, Pepco file 
new schedules and rates to be charged 
the public for electric service fur- 
nished within the District of Colum- 
bia, which rates should continue to be 
the lawful rates until modified or set 
aside by future orders of this Com- 
mission, pursuant to law and in ac- 
cordance with the agreement hereto- 
fore mentioned. 


55 PUR(NS) 





DISTRICT OF COLUMBIA PUBLIC UTILITIES COMMISSION 


Thus was the sliding-scale arrange- 
ment promulgated. 


C. Basic Elements of the Arrange- 
ment 


The basic elements of the arrange- 
ment as contained in the aforemen- 
tioned consent decree, in so far as 
they pertain to the establishment of 
rates for electric service, may be sum- 
marized as follows: 

1. The Commission was to deter- 
mine the fair value of property used 
and useful as of January 1, 1925, in- 
cluding Maryland property, at $32,- 
500,000. 

2. The depreciation reserve as of 
December 31, 1924, was set at ap- 
proximately $4,000,000 with the pro- 
vision that interest on the reserve be 
accrued on a 4 per cent basis as an 
accretion to the reserve, thus lessen- 
ing the amount of depreciation to be 
included as an expense of operation. 
A formula was established for the 
calculation of rates of depreciation un- 
der which, when the depreciation re- 
serve is below 15 per cent of the rate 
base, the rate of depreciation to be 
used is 2.3 per cent; as the deprecia- 
tion reserve approaches 20 per cent of 
the rate base, the rate of depreciation 
is reduced by .2 per cent for each in- 
crease of 1 per cent in the ratio until 
a 20 per cent ratio is reached; and 
thereafter the accretions to deprecia- 
tion reserve are to be such as not to 
create a reserve in excess of 20 per 
cent of the rate base. 

3. Rates for 1925 were to based 
upon a return of 74 per cent on the 
fair value of $32,500,000, plus esti- 
mated cost of additions undepreciated 
and weighted. 

4. Provision was made for reduc- 
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tion of rates in the event the return 
was in excess of the basic rate of re- 
turn, in the following terms: 

“Tf the rates hereafter yield more 
than a 74 per cent return on $32, 
500,000, plus actual cost of future 
additions undepreciated but weighted 
during a period of any one year, one- 
half of said excess shall be used in a 
reduction of rates to be charged the 
public for electric service thereafter, 
thereby providing a sliding scale of 
rates under the provisions of Par. 18 
of the act creating the Public Utilities 
Commission, advantageous to the pub- 
lic and the company alike; that is to 
say, by way of example, if the return 
for any one year should amount to 
$100,000 over and above 74 per cent 
on the base ascertained as aforesaid, 
then the rates for the succeeding year 
to be charged the public shall be au- 
tomatically reduced by the filing of 
new rate schedules to absorb $50,000 
of such excess during such year.” 

5. Provision was made for increase 
of rates in the event the return fell 
below the basic rate of return, in the 
following terms: 

“Tf the average return for any con- 
secutive 5-year period falls below 7} 
per cent on the base ascertained as 
aforesaid, or if the average rate for 
any consecutive 3-year period falls be- 
low 7 per cent on the base ascertained 
as aforesaid, or if the return for any 
consecutive 12-month period falls be- 
low 64 per cent on the base ascertained 
as aforesaid, the Commission shall 
promptly increase rates so as to yield 
74 per cent on the base ascertained 
as aforesaid.” 

The basic rate of return has been 
modified from time to time, after due 
notice of investigation and hearing. 
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The basic rate of 74 per cent prevailed 
from January 1, 1925 to June 8, 1931, 
at which date it was reduced to 7 per 
cent. In 1935 it was further reduced 
to 64 per cent, which rate prevailed 
until 1937, when it was reduced to 
the present rate of 6 per cent. 

Reductions in the basic rate of re- 
turn have, of course, necessitated 
modifications in the formula govern- 
ing rate decreases or rate increases 
under the arrangement. The provi- 
sions governing such matters present- 
ly in effect are quoted below: 

“If the rates hereafter yield more 
than 6 per cent in any calendar year 
(hereinafter referred to as the test 
year), on the rate base for that year 
the excess over and above the said 6 
per cent shall be used in a reduction of 
rates to be charged the public for 
electric service, beginning March Ist 
of the following year, as follows: 

“If the amount earned is more than 
6 per cent and not more than 7} per 
cent of the rate base, rates for the 
twelve months following March 1 
based on the business done during the 
test year shall be so adjusted (by 
use of the formula stated below) that 
the gross receipts of the company dur- 
ing the year next following the test 
year shall be reduced by 50 per cent 
of such excess; if the amount of re- 
turn is in excess of 74 per cent and 
not more than 8 per cent, an additional 
amount of 60 per cent of the said ex- 
cess over 74 per cent shall be used 
for the reduction of rates; if the 
amount earned is in excess of 8 per 
cent, a further additional amount of 
75 per cent of the excess over 8 per 
cent shall be used in like manner for 
the reduction of rates. 


“Formula for rate reduction: 


From the portion of the excess which 
is available for rate reduction shall be 
deducted the difference in the rev- 
enue from the kilowatt hours sold in 
January and February of the test year 
at the rates in effect during those 
months and the same kilowatt hour 
at the rates in effect during the balance 
of the test year. The resulting 
amount will be absorbed by new rate 
schedules so devised as. to effect a re- 
duction in gross income of that 
amount from March Ist to December 
3lst of the year following the test 
year, based upon the test year kilowatt 
hour March Ist to December 31st. 

“If the rate of return for any two 
consecutive years falls below 5? per 
cent of the rate base for each of two 
said years, or if the rate of return 
for any consecutive 12-month period 
falls below 54 per cent of the rate base 
for the same period, the Commission 
shall promptly increase rates, in a 
manner similar to that prescribed 
above for a reduction of rates, so as 
to yield as nearly as may be 6 per 
cent upon the rate base as of the date 
of the order effecting such changes in 
rates.” 


D. History of Operations under the 
Arrangement 


1. Rate Reductions 

During the year 1924, the rates for 
residential service charged by Pepco 
were well above the national average.’ 
For example, the cost of 100 kilowatt 
hour consumption for residential serv- 
ice in the District of Columbia was 
$9.24 in 1924, as compared with an 
average cost of $6.18 for comparable 
consumption in 150 cities having a 
population of 50,000 or more. The 


1 Exhibit No. 3, Schedule 9. 
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consent decree previously referred to 
contained a provision for the distribu- 
tion of the funds which had been im- 
pounded under the terms of a pre- 
vious court order, which funds rep- 
resented the difference between the 
rates actually collected and those 
which were prescribed by Commis- 
sion Order No. 223, dated July 13, 
1917, supra. As a result of this pro- 
vision, $2,944,222.77 was refundable 
to ratepayers who contributed to these 
impounded funds through the rates 
paid by them between August 1, 1917, 
and December 31, 1924. 


As a result of the new rate sched- 
ules ordered into effect as of January 
1, 1925, the difference between the 
cost of Pepco’s service and the nation- 
al average cost was substantially re- 
duced. However, the cost for 100 
kilowatt hours consumption for res- 
idential service in the District of 
Columbia in the year 1925 was $7.02, 
while the average cost for 150 cities 
having a population of 50,000 or more 
was $6. 

Annual rate reductions followed the 
promulgation of the sliding-scale ar- 
rangement. As a result thereof, 
Pepco’s rates immediately assumed a 
more favorable comparable aspect. 
Again using 100 kilowatt hours con- 
sumption for comparative purposes, 
the cost of such residential service in 
the District of Columbia fell below 
the national average cost during the 
year 1930 and remained. consistently 
and progressively lower in each of the 
succeeding years. For the year 1942, 
the cost for 100 kilowatt hours con- 
sumption for residential service in the 
District of Columbia was $2.56, as 
compared with an average cost of 


55 PUR(NS) 


$3.80 for all cities having a popula- 
tion of 50,000 or more. 

The aggregate rate reductions put 
into effect during the years 1926 to 
1943, inclusive, on a noncumulative 
basis, are reflected in the following 
tabulation : 


$8,393,476 


2. Return to Pepco 

While under the provisions of the 
sliding-scale arrangement the basic 
rate of return originally approved was 
74 per cent, this basic rate of return 
was subsequently reduced as shown 
below: 


1931 to 7 % 
1935 to 64% 
1937 to 6 % 


It is significant to note that with 
the passage of the years the actual re- 
turn earned by Pepco more closely 
approximated the basic rate of re- 


turn established. Thus, during the 
years 1925 to 1930, inclusive, when 
the basic rate of return allowed was 
74 per cent, the average rate of re- 
turn actually earned over this period 
was 10.03 per cent per annum; dur- 
ing the years 1931 to 1934, inclusive, 
during which period the basic rate of 
return allowed was 7 per cent, the ac- 
tual average rate of return was 8.46 
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per cent; during the two years 1935 
and 1936, when the basic rate of re- 
turn was 64 per cent, the actual re- 
turn was 7.42 per cent and 7.91 per 
cent for each of these respective years. 
From 1937 to 1942, inclusive, during 
which period the basic rate of return 


Actual 
Rate 


of Return 
9.59% 


Net Amount 
Available 


For Return 

$3,223,391.13 
3,510,466.94 
3.750,996.85 
4,512,974.66 
4,958,654.63 
5,286,591.86 
5,268,275.60 
5,170,304.13 
5,080,999.27 
4,920,123.90 
5,002,212.66 
5,545,009.41 
5,864,029.02 
5,420,107.07 
5,985,565.31 
5,772,730.71 
5,692,076.06 
6,630,073.44 


$91,594,582.65 


established was 6 per cent, the actual 
return earned ranged from 7.95 per 
cent, down to 5.99 per cent or an aver- 
age of 6.91 per cent. To summarize, 
the difference between the highest bas- 
ic rate of return and the average return 
during the period in which it was 
effective was slightly more than 2} 
per cent, whereas during the period 
when the 6 per cent basic rate of re- 
turn was effective, the actual return, 
on the average, was but .91 of 1 per 
cent in excess thereof. 

The sliding-scale arrangement, as 
previously explained, provides that 
Pepco shall retain all earnings, but a 
portion of the excess of such earnings 
over the basic rate of return allowed 
is used as the measure of rate reduc- 
tions in ensuing years. The record 
of the earnings available for rate ad- 


of Return 


justments, with pertinent rates of re- 
turn; the amount allowable as return 
before calculating such rate adjust- 
ments; and the amount of earnings 
in excess of those determined at the 
basic rate of return are reflected in 
the following tabulation: 


Return 
Calculated 


At Basic Rate 
$2,520,614.21 
2,709,879.26 
3,052,496.39 
3,291,984.17 
3,597,817.34 
3,702,967.81 
3,858,793.40 
4,110,962.22 
4,323,161.37 
4,625,122.75 
4,381,490.99 
4,558,856.88 
4,427,570.50 
4,631,936.35 
4,858,485.52 
5,098,722.08 
5,704,082.07 
6,009,253.85 


$75,464,197.16 


Basic 


Rate Excess 


Earnings 
$702,776.92 


698,500.46 
1,220,990.49 
1,360,837.29 
1,583,624.05 
1,409,482.20 
1,059,341.91 

757,837.90 

295,001.15 

620,721.67 

986,152.53 
1,436,458.52 

788,170.72 
1,127,079.79 

674,008.63 

(12,006.01) 

620,819.59 


$16,130,385.49 


7.50% 
7.50% 


6.00% 
6.00% 


As has been pointed out, the rate 
reductions put into effect in each year 
succeeding that in which there were 
excess earnings aggregated $8,393,- 
476. The record shows that, as each 
year’s reduction has been continued in 
effect throughout the ensuing years, 
the cumulative savings to the rate- 
payers (without giving consideration 
to additional savings applicable to in- 
creased consumption in each of the 
eighteen years) have amounted to 
more than $86,000.000. 


The favorable earnings record por- 
trayed above has enabled Pepco to 
establish and maintain an enviable 
credit standing and to purchase modern 
equipment which resulted in greater 
efficiency and a lowering of unit cost. 
It further permitted the financing of 
plant additions, betterments, and ex- 
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tensions to a substantial degree from 
earnings retained in the business. In 
addition, Pepco has been in a position 
to declare and pay very substantial 
dividends on its common stock. The 
common-stock equity (weighted) for 
each year; the income available for 
common stock ; and the common-stock 
dividends, together with pertinent per- 
centages as to earnings and dividends 
on common-stock equity, are reflected 
in the following tabulation: 


Income 
Available for 


Common- 
Stock Equity 


tention or the abandonment of the 
sliding-scale method of rate regula- 
tion. 

Counsel for the Procurement Di- 
vision of the Treasury Department, 
throughout the hearings and in their 
brief filed on June 7, 1944, have not 
urged the abandonment of the sliding- 
scale method of rate determination, but 
have argued that substantial modifica- 
tions of the arrangement as presently 
constituted are necessary. They of- 
% of 


Divs. on 
Com. Stock 


% of 
Earnings 
on Com.- 


Common- 
Stock 


(Weighted) Common Stock Dividends 


$8, 126,886.45 
10,042,743.09 
11,955,192.05 
13,967,351.40 
16,482,101.06 
19,810,829.98 
23,344,058.65 
25,951,080.26 
28,375,603.29 
30,557.743.97 
31,900,139.28 
33,235,529.37 
33,943,624.84 
34,520,977.37 
34,334,538.55 
34,288,544.67 
34,369,830.96 
35,914,645.60 


$2,598,289.50 
2,799,940.62 
2,980,336.59 
3,506,743.91 
3,899,687.56 
4,372,013.70 
4,202,255.29 
4,100,602.51 
3,996,359.64 
3,637,784.07 
3,630,460.99 
4,093,619.98 
4,508,267.78 
3,710,454.28 
3,851,566.32 
3,575,306.01 
3,560,007.46 
3,551,074.81 


$840,000.00 

960,000.00 
1,080,000.00 
1,200,000.00 
1,320,000.00 
1,440,000.00 
1,560,000.00 
1,680,000.00 
1,800,000.00 
2,280,000.00 


540,000.00 
3,105,000.00 





Stock Equity 
31.97 


27.88 
24.93 
25.11 
23.66 
22.07 
18.00 
15.80 
14.08 
11.90 
11.38 
12.32 
13.28 
10.75 
11.22 
10.43 
10.36 

9.89 


Equity 
10.34 
9.56 
9.03 


$66,574,771.02 


E. Conclusions As to Sliding-scale 
Method of Rate Determination 


[1] As previously stated, the pres- 
ent proceedings involve, inter alia, the 
determination whether (1) the slid- 
ing-scale method of rate regulation 
shall be abandoned or (2) the sliding- 
scale method of rate regulation shall 
be continued in its present form or 
with modification of the basic elements 
of the existing arrangement. 

The United States intervened in 
the proceedings through two separate 
agencies, each of which took contrary 
positions upon the question of the re- 
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$42,195,000.00 14.44 

fered evidence in support of their pro- 
posed modifications, which will be dis- 
cussed hereinafter. 

On the other hand, counsel for the 
Public Buildings Administration al- 
leged in their petition of intervention 
that the sliding-scale plan should be 
abandoned, on the ground that the 
plan is not in the public interest and 
results in a serious injustice to the 
consumers of electric energy; that it 
is based upon a wholly unrealistic 
valuation basis, complemented by an 
unsound depreciation policy, and re- 
sults in an excessive return to the 
company. 
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Counsel for this agency did not call 
a witness to substantiate any of the 
allegations made. The only witness 
called by them was in support of a 
prudent-investment rate base. That 
witness approved the sliding-scale 
principle in the method of annual 
rate adjustments, the accounting 
method of determining rate base, and, 
contrary to the allegation that the de- 
preciation allowance under the sliding- 
scale plan is excessive, testified that 
the company had not been permitted 
under the sliding-scale plan to accrue 
sufficient annual depreciation charges 
or to accrue an adequate depreciation 
reserve. 

Counsel for the Federation of Citi- 
zens’ Associations of the District of 
Columbia strongly recommended that 
the sliding-scale principle be retained, 
with such modifications as, in the opin- 
ion of this Commission, appear to be 
necessary. 

Counsel for Pepco have consistently 
stated that the company is willing to 
abide by the sliding-scale arrangement 
as presently constituted and have 
clearly indicated that if any of the 
provisions of the present sliding-scale 
plan are modified by this Commission 
in such a way as to make the plan un- 
acceptable to Pepco, the company may 
withdraw from the plan, since, in its 
opinion, it would no longer be a “plan 
provided by the utility” or an arrange- 
ment evidencing a “mutual agree- 
ment” between the company and this 
Commission, which, in the opinion 
of counsel for Pepco, are the statutory 
prerequisites to a sliding-scale plan. 

After a careful review of the rec- 
ord and upon serious consideration 
of all the factors involved in respect 
of the question whether the sliding- 
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scale method of rate determination 
should be abandoned or modified, this 
Commission has arrived at the fol- 
lowing conclusions: 

1. The sliding-scale principle of 
electric rate determination is advan- 
tageous to the public and to the utility, 
and it should be preserved. 

2. The sliding-scale arrangement as 
presently constituted, in the light of 
existing conditions, requires substan- 
tial modification. 

In subsequent portions of these 
findings, the modifications deemed by 
the Commission to be necessary in the 
public interest will be discussed in de- 
tail. 

The principal reasons which prompt 
this Commission to consider it de- 
sirable to retain the sliding-scale 
principle of rate determination with 
respect to the operations of Pepco 
are as follows: 

1. The detailed annual inspection of 
the accounts of the utility required 
by this method is conducive to metic- 
ulous care in accounting practices of 
the company and to a continued inti- 
mate knowledge by the Commission 
of the operations of the utility. 

2. The rate base is under constant 
supervision and is kept current 
through the need for a basis for an- 
nual redetermination of rates. 

3. The annual determination of 
rates through the application of a 
formula which is subject to review in 
the light of changing conditions is 
economical, expeditious, and far supe- 
rior to the practice of determining 
rates at infrequent periods, the need 
for which must become apparent only 
after extensive investigations, or on 
complaints from ratepayers. 

4. The incentive provision inherent 
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in the use of a basic rate of return 
enables the utility to enjoy limited 
profits in excess of the basic return, 
thereby encouraging the practice of 
operating and financial economics. 
5. An arrangement predicated upon 
this principle tends to minimize con- 
troversies which are costly, time-con- 
suming, injurious to the good will of 
the utility, and contrary to the best 
interests of the consuming public. 


Rate Base at Beginning (1) 
Net Additions 


of Year Excluding 


000 determined as of January 1, 1925, 
there has been added the actual cost 
of subsequent net additions, undepre- 
ciated, after deducting the cost of 
property paid for by contributions in 
aid of construction and by deposits 
for extensions. The following tabula- 
tion shows the development of the un- 
weighted rate base for each of the 
years 1925 to 1942, inclusive: 


(2) 
Working Capital (Cash Rate Base at 


Working Capital during Year and Materials and Supplies) End of Year 


$31,610,254.85 
33,678,998.36 
36,542,318.96 
41,265,824.72 
44,082,058.29 
48,482,979.23 
50,079,268.45 
56,417,876.34 
58,235,376.61 
63,343,308.08 
65,679,552.87 
67,023,707.04 
69,802,241.38 
73,554,254.51 
77 477,425.02 
80,402,989.63 
89,017,696.67 
95,441,907.92 


$2,068,743.51 
2,863,320.60 
4,723,505.76 
2,816,233.57 
4,400,920.94 
1,596,289.22 
6,338,607.89 
1,817,500.27 
5,107,931.47 
2,336,244.79 
1,344,154.17 
2,778,534.34 
3,752,013.13 
3,923,170.51 
2,925,564.61 
8,614,707.04 
6,424,211.25 
3,660,476.55 


$1,000,427.65 


1,159,659.29 
1,329;800.29 
1,304,531.06 
1,406,932.80 
1,362,713.20 
1,404;066.24 
1,436,249.41 
1,609,935.79 
1,864,136.27 
1,874,808.42 
1,734,764.33 
2,177,083.76 
2,094,021.67 
2,124,948.23 
2,520,974.97 
3.234,250.04 
3,774,109.25 


$34,679,426.01 
37,701,978.25 
42,595,625.01 
45,386,589.35 
49,889,912.03 
51,441,981.65 
57.821,942.58 
59,671,626.02 
64,953,243.87 
67,543,689.14 
68,898,515.46 
71,537,005.71 
75,731,338.27 
79,571,446.69 
82,527,937.86 
91,538,671.64 
98,676,157.96 
102,876,493.72 


(1) Net additions during the year reflect deductions for the cost of property paid for by con- 
tributions in aid of construction and deposits to cover extension of distribution lines. When 
refunds of deposits exceed new deposits received during any given year the net decrease in the 


deposit account is added to the rate base. 


(2) The allowance for cash working capital consists of one-eighth of operating expenses after 
deducting depreciation, taxes, and uncollectible bills. The allowance for material and supplies 
for the years 1925 to 1933, inclusive, consisted of the balance in the material and supplies ac- 
count at the end of year. For the years 1934 to 1943, inclusive, the allowance has been the 
average of the monthly balances in the material and supplies account. 


The Rate Base 


A. Development under the Sliding- 
scale Arrangement 


The rate base employed under the 
provisions of the existing sliding-scale 
arrangement has been developed in the 
following manner: 

To the initial rate base of $32,500,- 
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For the purpose of calculating an- 
nual rate adjustments, the net addi- 
tions to the rate base in each year have 
been weighted to reflect the actual 


number of months in service. A de- 
tailed development of the rate base for 
the twelve months ended December 
31, 1943, on an unweighted and a 
weighted basis, in accordance with the 
provisions of the existing sliding-scale 
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arrangement, and before any modifica- 


tion thereof, is reflected in the follow- 
ing tabulation : 


Rate Base at 12/31/42 (Order No. 2564)—Unweighted .... $102,876,493.72 
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mination, this Commission had deter- 
mined that retirements from the rate 
base of property in existence on or 





Unweighted Weighted 


$102,876,493.72 


Less: Working Capital allowance for 12 months ended 


12/31/42, included above: 


Cash working capital 2. cicicccsecesccacces 
Materials and Suppies: ..cs5ccccccctsscsces 


Adjustment as of January 1, 1943 


Adjustment for effect of reclassification on rate base 
PFOPETTY «nw ccccvccccccnccccccdebstescccce 


Changes in rate base—I/1 to 12/31/43: 


eeeeeeeeere 








Rate Base at 12/31/42, excluding Working Capital ........ 


eee esseees 


Adtusted sate Base at 3/1/48 6.565 oc adccecucceciasswcsis $99,102,128.94 


(1,158,466.96) 
(2,615,642.29) 


$99,102,384.47 


(1,158,466.96) 
(2,615,642.29) 


$99,102,384.47 












(255.53) (255.53) 


$99, 102,128.94 








Net ‘Additions: to: Electric: Plant... 5.6 o.s.0.60 0 ce decdesse 6,499,960.39 2,698,677.99 
Deduct increase in contributions in aid of construction .... (118,917.09) (56,235.43) 
Deduct increase in customers’ deposits for extensions .... (197.74) 417.15 
Adjustment of 1943 retirements of 1924 property to 1924 

Rate Base values, including minor adjustments applicable 

40 WEIDER WOATE  TEHCOMIEING: oo s s darsig ccs vec vc ca dommes (110,016.65) (51,488.36) 
Working capital allowance for 12 months ended 12/31/43: 

Cael WOPRIGR CONURL 15.5 cin 0ii:cs oo ecen vee shee hbateuee 1,322,111.41 1,322,111.41 

DAGIOCINIS: BE  RODDNES. ose ig sbi c cee keevccsonenaees 2,562,581.28 2,562,581.28 


The rate base as thus established, 
on an unweighted basis, is $5,581,- 
713.76 in excess of the original cost 
of the property included therein. A 
brief explanation of this factor follows. 

Upon the completion of the study 
of original cost of Pepco’s property, 
which study pertained to the property 
in existence as at December 31, 1936, 
and was completed during the year 
1941," and after recording on the 
books of Pepco necessary reclassifica- 
tion adjustments ordered and ap- 
proved by this Commission and the 
Federal Power Commission (in the 
net amount of $2,591,329.70), it was 
ascertained that the original rate base 
of $32,500,000 was $9,302,806.56 in 
excess of the book cost of the property 
included in the original consent decree 
valuation. 

Prior to the original cost deter- 





2See Public Utilities Commission Order 
No. 2138, dated December 31, 1941. 


Rate base for 12 months ended 12/31/43 ...........e0e00-- $109,257,650.54 
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$105,578,192.98 





before December 31, 1924, were not 
being recorded in such amounts as 
would eliminate the differential be- 
tween book cost and consent decree 
value applicable to such property re- 
tired. Accordingly, following public 
hearings held in 1936, the Commis- 
sion, by its Order No. 1476 dated 
February 5, 1936, 12 PUR(NS) 174, 
ordered that the sum of $1,932,649.37, 
representing a part of the deficiency 
in retirements made between January 
1, 1925, and December 31, 1935, in- 
clusive, be not included in the rate 
base. The method of determining the 
deficiency in the retirement of 1924 
property from the rate base, employed 
in the above-mentioned proceeding, 
was the basis used for adjusting retire- 
ments of such property in each year 
from 1936 to 1941, inclusive. During 
this period, an additional amount of 
$59,378.61 was eliminated from the 
rate base as representing the excess 
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of consent decree value over book cost 
of property in existence December 31, 
1924. 

In Formal Case No. 326 (see Pub- 
lic Utilities Commission Order No. 
2564, issued April 26, 1943), 48 PUR 
(NS) 437, this Commission deter- 
mined that further revision should be 
made in the method of retiring 1924 
property from the rate base, so that 
when all the property covered by the 
consent decree value is retired the 
entire value representing such prop- 
erty will likewise be removed from the 
rate base. Pursuant to this deter- 
mination, an additional amount of 
$1,340,423.81 was eliminated from 
the rate base in order to adjust for re- 
tirements of 1924 property made dur- 
ing the years 1925 to 1941, inclusive. 
Adjustments made during the year 
1942 resulted in the exclusion of an 
amount of $278,624.36 from the rate 
base. 

Following the procedure established 
in 1935, as modified by Order No. 
2564, supra, the unweighted rate base 
has been still further reduced in the 
present proceeding by the amount of 
$110,016.65, again representing that 
portion of the excess over book cost 
of consent decree value which pertains 
to 1924 property retired during the 
year 1943, 

Thus, of the original amount of ex- 
cess of consent decree rate-base value 
over book cost of property valued as at 
December 31, 1924, or $9,302,806.56, 
there has been eliminated the aggre- 
gate amount of $3,721,092.80, leaving 
a balance of $5,581,713.76 still in the 
rate base as of December 31, 1943. 


B. Position of Parties 


The contentions of the various par- 
ties appearing before this Commission 
in the present proceedings, with re- 
spect to the rate base, are set forth 
below. 

Counsel for the Procurement Divi- 
sion of the Treasury Department 
suggest the consideration of all the 
factors, including “historical cost, de- 
preciated original cost, depreciated 
both with appropriate deduction of 
contributions in aid of construction 
and deposits for extensions and with 
appropriate allowance for materials 
and supplies, cash working capital not 
being required, and prudent invest- 
ment,’ and propose that the rate base 
of Pepco be determined at not in ex- 
cess of $67,000,000. 

Considering historical cost, counsel 
would eliminate the excess of the con- 
sent decree value over original cost 
from the rate base. Further, they 
would increase the depreciation re- 
serve by the amount of approximately 
$14,000,000, such increase to rep- 
resent, in their opinion, earnings from 
the depreciation fund which should be 
treated as accretions of the fund.* On 
these bases, the net weighted original 
cost of Pepco’s property as at Decem- 
ber 31, 1943, is considered by counsel 
for the Procurement Division to be 
not in excess of $67,000,000. 

[2] Counsel for the Procurement 
Division of the Treasury Department 
contend that the prudent investment 
in the company is about $53,563,000, 
representing the invested capital after 
the elimination of the earned surplus 
and the elimination of $3,755,000 





3 The basis upon which this contention was 
made was rejected by the Supreme Court in 
Vinson v. Washington Gas Light Co. (1944) 


55 PUR(NS) 


321 US 489, 88 L ed —, 52 PUR(NS) 257, 
64 S Ct 731. The record shows that Pepco 
has no “depreciation fund.” 
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from the common capital stock ac- 
count. 

The elimination of earned surplus 
or undistributed earnings from in- 
vested capital finds no support in rea- 
son or in law. On the contrary, it is 
universally recognized by both courts 
and regulatory authorities that undis- 
tributed earnings invested in the as- 
sets of a corporation are just as much 
a part of invested capital as are the 
dollars obtained by the sale of securi- 
ties. All adjustments to the common 
stock account found necessary by the 
original cost determination previously 
referred to have been made by charges 
against earned surplus, in accordance 
with accepted accounting practice. 
Hence, the elimination of $3,755,000 
from the common-stock capital of 
Pepco, as suggested by counsel, would 
result in a duplicate elimination from 
the invested-equity capital. The Com- 
mission rejects as wholly unsound 
these contentions. 

Counsel for the Public Buildings 
Administration suggest the adoption 
by this Commission of a prudent in- 
vestment plan of rate regulation. 
Salient features of their contentions 
with respect to the rate base involve 
its determination upon the actual 
legitimate cost of the electric utility 
property used and useful in serving 
the consumers of the District of 
Columbia; the depreciation of such 
rate base according to the straight- 
line method of depreciation; the inclu- 
sion in the rate base of a reasonable 
amount for working capital adjusted 
to exclude materials and supplies held 
for new construction; and the exclu- 
sion from the rate base of an amount 
of property equal to Pepco’s earned 
surplus. 


Based upon the foregoing principles, 
they suggest that the rate base (de- 
preciated) should not exceed $53,- 
659,000, which amount is arrived at 
in the following manner: 


$99,120,000 


Gross Investment in Plant 
Less— 


Accrued Depreciation $17,071,000 


2,482,000 
28,470,000 


Contributions in Aid 

of Construction .. 
Earned Surplus .... 
48,023,000 


$51,097,000 
Add—Working Capital 2,562,000 


$53,659,000 


[3] In arriving at the amount of 
accrued depreciation to be deducted 
from the rate base, counsel for the 
Public Buildings Administration em- 
ploy a figure of $23,903,572, which 
amount was arrived at by the arbitrary 
use of a formula whose infirmities 
were clearly explained by C. W. 
Smith, Chief of the Bureau of Finance, 
Accounts, and Rates of the Federal 
Power Commission, a witness who 
testified for this Commission with re- 
spect to such formula and who prompt- 
ly advocated that a reserve of such 
amount be not used. From this 
amount counsel for the Public Build- 
ings Administration deduct approxi- 
mately $6,832,000, representing that 
portion of the reserve which, in their 
opinion, but without supporting evi- 
dence, is applicable to assets represent- 
ed by the earned surplus of over $29,- 
000,000, and compute the accrued de- 
preciation to be applied to the proposed 
prudent investment rate base at about 
$17,071,000. 

What has been said with respect 
to the exclusion of undistributed earn- 
ings from invested capital applies with 
equal force here. 

This Commission rejects the con- 
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tentions of counsel for the Public 
Buildings Administration on _ the 
grounds that their adoption would be 
unsound, without merit, inequitable, 
and at complete variance with estab- 
lished law. 

Pepco has consistently maintained 
the position that the sliding-scale ar- 
rangement as presently constituted is 
fair to both consumers and the com- 
pany and that no change therein 
should be made. The principal wit- 
ness for Pepco on the matter of the 
rate base, Mr. William V. Burnell, 
vice president of Stone & Webster 
Engineering Corporation, presented 
testimony purporting to show the 
problem which will be presented to 
the Commission in the event the pres- 
ent sliding-scale rate base arrangement 
is abandoned. Using as the basis of 
his testimony projected historical cost 
trends, Mr. Burnell contended that 
the present fair value of the property 
used and useful in furnishing electric 
service, including working capital, is 
$117,396,000. Mr. Burnell did not 
claim that this amount should be sub- 
stituted for the present rate base, nor 
has Pepco contended for such a valua- 
tion. 

[4] In other words, it appears that 
Pepco takes the position that if the 
sliding-scale arrangement is aban- 
doned, the Commission will be faced 
with the task of fixing a rate base in 
accordance with the doctrine of 
Smyth v. Ames (1898) 169 US 466, 
42 L ed 819, 18 S Ct 418, which had 
prevailed for many years, and which 
usually resulted in the establishment 
of a rate base predicated largely upon 
reproduction cost estimates. The 
Commission cannot agree with this 
premise. If it were the intention to 
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abandon the sliding-scale arrangement, 
the problems facing the Commission 
would differ but slightly from those 
presently presented. Certainly, there 
is no requirement in our statute that 
exclusive consideration be given to re- 
production cost in the determination 
of a rate base. 

However, as already indicated, it 
is not the intention of the Commission 
to abandon the sliding-scale arrange- 
ment, but to effect certain modifica- 
tions which are plainly indicated to be 
necessary and desirable. 

[5, 6] It is the opinion of this Com- 
mission, and it appears that counsel 
for Pepco are in full agreement with 
our view,* that under the provisions 
of Par. 18 of the act creating the 
Public Utilities Commission, — the 
Commission may at any time (after 
proper notice) order such changes in 
the sliding-scale arrangement as it may 
ascertain and determine to be neces- 
sary and reasonable. 

Therefore, the Commission deems 
its primary duty under the statute to 
be the establishment of a rate base that 
is fair and reasonable, to the end that 
rates for service to be based thereon 
will also be just and reasonable to 
the consumers and to Pepco alike. 


C. Commission Finding as to Rate 
Base 


It is the opinion of the Commis- 
sion that the rate base originally de- 
termined and approved by the court 
was established in conformity with 
accepted regulatory practice prevail- 


ing at that time. The subsequent an- 
nual determinations of the rate base 
by the inclusion of net additions at 
cost, as required by the provisions 





4See Pepco brief, page 5. 
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of the sliding-scale arrangement, per- 
mitted escape from the uncertainties 
and infirmities of the “fair value” doc- 
trine of Smyth v. Ames, supra. Fur- 
ther, this method of rate base deter- 
mination has resulted in the develop- 
ment of a rate base which is now ap- 
proximately 95 per cent original cost. 

The problem which now confronts 
the Commission is whether the slid- 
ing-scale rate base should be perpetuat- 
ed, or whether the remaining differen- 
tial of $5,581,713.76 between that base 
and the original cost of property 
should be eliminated, with the result 
that the rate base would include only 
true original cost. 

[7] A rate base predicated upon 
original cost is fair to the utility, its 
investors, and consumers, because it 
gives recognition to every dollar ac- 
tually invested in the property. 

Since the use of the cost-of-capital 
theory in the determination of the 
rate of return (as discussed herein- 
after) requires the application of such 
cost to a rate base comprising only the 
capital actually invested, it is obvious 
that the continued use of the present 
sliding-scale rate base would require 
a compensating adjustment in the rate 
of return. 

In the light of the foregoing, and 
after considering all the evidence, the 
Commission finds that the electric 
plant component of the gross rate base 
shall be the original cost of property 
used and useful in public service as 
at December 31, 1943, or $102,434,- 
682.29 (unweighted), and $98,633,- 
399.89 (weighted), and that the slid- 
ing-scale arrangement shall be modi- 
fied accordingly. 

In addition to the electric plant 
component of the rate base, the Com- 


[6] 


mission has considered the evidence 
relating to an allowance for working 
capital. 

[8] It has been the practice under 
the sliding-scale arrangement to in- 
clude the average of the monthly 
balances in the materials and supplies 
account as a component of the rate 
base. This treatment is generally in 
accord with regulatory practice, and 
the record does not disclose any rea- 
son for a change in the method of de- 
termining the amount to be allowed. 
The average of the monthly balances 
for the year 1943 amounts to $2,562,- 
581.28, and while this amount is 
somewhat high in comparison with 
prior years in relation to the rate base 
and operating expenses, we recognize 
the abnormal conditions which now 
prevail and find that the foregoing 
amount is a reasonable allowance. 

The allowance for cash working 
capital under the sliding-scale arrange- 
ment has been one-eighth of operating 
expenses exclusive of accruals for 
taxes, depreciation, and uncollectible 
bills. This was predicated upon the 
allowance made for cash working cap- 
ital in the Commission’s original val- 
uation of the Potomac Electric Pow- 
er Company in 1917. In Formal Case 
No. 326, supra, at the request of the 
Commission, the company made a 
study of the lag in the payment of 
bills and the lag in the payment of 
operating expenses. This study in- 
dicated that a net lag of 31.29 days 
was experienced in the collection of 
revenue. The company’s study pro- 
duced results closely approximating 
the allowance for cash working capital 
arrived at by the application of the 
formula set forth above, and no change 
was made in that case. In prepara- 
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tion for this case, however, the Com- 
mission’s staff made a study of the 
lag in payment of all taxes allowed as 
operating revenue deductions. This 
study indicated that the lag in pay- 
ment of expenses and taxes exceeded 
the lag in the collection of revenue 
by 19.9 days. After giving effect to 
the minimum bank deposits required 
to cover a portion of the cost of col- 
lection of bills by various banks, pre- 
paid insurance, and special deposits, 
it appears that, on the basis of this 
study (which was predicated upon the 
identical data introduced by the com- 
pany in Formal Case No. 326 plus 
the computation of the lag in pay- 


Original cost of electric plant 12/31/43 
Contributions in Aid of Construction 
Deposits for Extensions 
Materials and Supplies 


Gross Rate Base 


ment of taxes), the lag in the payment 
of expenses and taxes exceeds the lag 
in the collection of revenue by approxi- 
mately $350,000. 

[9, 10] In the opinion of the Com- 
mission, there is no reason for treat- 
ing taxes differently from any other 
operating expense item in the deter- 
mination of the allowance for cash 
working capital. Pepco experiences 
a regular cycle in the collection of 
bills and the payment of expenses and 
taxes. So long as the revenues are 
collected generally in advance of the 
need for the payment of operating 
expenses and taxes, it does not ap- 
pear that any allowance for cash 
working capital is necessary. For 
these reasons, the Commission finds 
that no allowance in the rate base for 
cash working capital is warranted. 
The Commission further finds that 
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the sliding-scale arrangement should 
be so modified as to permit reconsid- 
eration of this factor as changing con- 
ditions may require. 

[11] It has been the practice under 
the sliding-scale arrangement to ex- 
clude from the rate base property con- 
structed with funds derived from con- 
tributions in aid of construction and 
deposits for extensions. The Com- 
mission finds no reason to change this 
practice. 

Based upon the foregoing, the Com- 
mission finds that the gross rate base 
for the twelve months ended Decem- 
ber 31, 1943, unweighted and weight- 
ed, is as shown in the following table: 


Unweighted 
$102,434,682.29 
(2,571,078.50) 
(72,359.70) 
2,562,581.28 


$102,353,825.37 


Weighted 
$98,633,399.89 
(2,508,396.84) 
(71,744.81) 
2,562,581.28 


$98,615,839.52 


[12] The record is replete with evi- 
dence and arguments in favor of the 
adoption of a depreciated rate base, 
in preference to a continuation of the 
present method of calculating return 
on an undrepreciated rate base, with 
an allowance of 4 per cent on the de- 
preciation reserve as a reduction in 
the depreciation accruals allowed the 
company for rate-making purposes. 
Pepco witnesses, however, testified 
that there should be no change in the 
present arrangement. 

The interveners argue that if the 
present method is to be continued, the 
interest rate on the depreciation re- 
serve should be the same as the rate 
of return, citing the case of Federal 
Power Commission v. Natural Gas 
Pipeline Co. (1942) 315 US 575, 86 
L ed 1037, 42 PUR(NS) 129, 62 S 
Ct 736, in support of their position. 
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The same contention was made in 
Vinson v. Washington Gas Light Co. 
(1944) 321 US 489, 88 L ed —, 
52 PUR(NS) 257, 64 S Ct 731, 
based upon the decision in the Natural 
Gas Pipeline Company Case. This 
contention was rejected by the court 
as “unsupported by our cases.” 
Moreover, in the Natural Gas Pipe- 
line Case, the sinking-fund method of 
accruing depreciation was used, where- 
as, in the Washington Gas Light 
Case, as also in this proceeding, a 
modified straight-line method has been 
employed. These contentions over- 
look the fact that an interest rate dif- 
ferent from the rate of return can be 
used under the sliding-scale method, if 
the depreciation reserve is treated as 
a source of funds in the determination 
of the cost of capital, and the rate of 
return is modified accordingly. By 
using an-undepreciated rate base and 
deducting interest on the reserve 
balance from the depreciation accruals, 
and giving effect to the interest rate 
applied to the reserve in fixing the 
rate of return, the result obtained is 
the same as that arrived at by the 
use of a depreciated rate base. That 
this is so is demonstrated by Exhibit 
No. 35, introduced by V. A. Mc- 
Elfresh, chief accountant of this Com- 
mission, and not contradicted. 

While the sliding-scale method of 
providing for depreciation has pro- 
duced satisfactory results, it is not now 
in line with current thought on the 
subject. It is believed that the adop- 
tion of a depreciated rate base will 
result in desirable simplification and 
clarity, and that it will, under the same 
accrual rates, produce identical results 
to Pepco and consumers as would the 


continued use of the complicated and 
confusing sliding-scale method. 

Therefore, the Commission is of 
the opinion and finds that, for the 
purposes of this proceeding and as a 
further modification of the sliding- 
scale arrangement, a depreciated rate 
base should be employed as a basic 
element of the arrangement in the de- 
termination of rate adjustments for 
the year 1944 and thereafter. 


Discussion of the amount of the de- 
preciation reserve to be deducted from 
the rate base in this proceeding, and 
provisions relating to depreciation ac- 
cruals to be employed in the future, 
is had in subsequent sections of these 
findings. 


The Depreciation Reserve 

[13, 14] The major portion of the 
depreciation reserve of Pepco has been 
developed in accordance with the 
method of accruing depreciation set 
forth in the sliding-scale arrangement, 
although the company has for sev- 
eral years contended that the accrual 
rates provided in the arrangement 
should be increased. Briefly, the 
method has been described as a modi- 
fied straight-line basis of depreciation. 
Under the arrangement, the deprecia- 
tion reserve has increased from slight- 
ly less than $4,000,000 in 1924 to 
$16,667,162 as at December 31, 1942. 
This reserve is approximately 17 per 
cent of the book cost of electric plant 
in service on that date. 

As previously explained, the ar- 
rangement provides for a_ reserve 
which, at its maximum, will not ex- 
ceed 20 per cent of the rate base. 
Another salient feature of the develop- 
ment of the depreciation reserve is the 
provision that interest on the reserve 
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be accrued on a 4 per cent basis as an 
accretion to the reserve, thus lessening 
the amount of depreciation to be in- 
cluded as an expense of operation. 

As one of the matters listed for in- 
vestigation in the present proceeding 
deals with modifications, if any, that 
shall be made in the provisions of the 
present sliding-scale arrangement re- 
lating to depreciation accruals, the 
Federal Power Commission, at the 
request of this Commission, made 
available the services of C. W. Smith, 
who testified at length on the subject 
of depreciation. 

Witness Smith adopted as the best 
explanation of depreciation the de- 
scription contained in the 1943 report 
of the Depreciation Committee of the 
National Association of Railroad and 
Utilities Commissioners, which reads 
as follows: “(a) Depreciation is the 
expiration or consumption, in whole 
or in part, of the service life, capacity, 
or utility of property resulting from 
the action of one or more of the forces 
operating to bring about retirement of 
such property from service; (b) the 
forces so operating include wear and 
tear, decay, action of the elements, in- 
adequacy, obsolescence, and public re- 
quirements; (c) depreciation results in 
a cost of service.” This Commission 
concurs in the view that the foregoing 
description of the depreciation phe- 
nomenon is an excellent one. 

In connection with his testimony, 
witness Smith presented and explained 
various exhibits which had been con- 
structed by the staff of this Commis- 
sion by the employment of rates of 
depreciation developed by him. 

Exhibit No. 31, introduced by wit- 
ness Smith, reflected accrued deprecia- 
tion calculated as that percentage of 
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cost of plant which the expired life 
bears to the total life of such plant. 
It was explained that this method, al- 
though frequently used, contains a 
rather serious error in that it does 
not take into consideration the retire- 
ments which were made during the 
early years of the life of properties, 
which early retirements will be offset 
by properties having a longer-than- 
average service life. In other words, 
it does not take into consideration 
what is sometimes called “infant 
mortality.” For that reason, the con- 
clusion was reached by the witness 
that the reserve requirement deter- 
mined by this method necessarily re- 
flects an excessive amount. There- 
fore, he recommended that the reserve 
requirement of approximately $24,- 
000,000 reflected in Exhibit 31 be 
not used by the Commission. 

Exhibit No. 32, presented by the 
same witness, reflects the computation 
of depreciation reserve as it would 
be if Pepco had used what he con- 
sidered proper depreciation rates. 
The witness explained that this meth- 
od has one very desirable feature in 
that it recognizes the actual retire- 
ments which were made at the times 
they were made, thus correcting auto- 
matically for premature retirements 
in the early years of the life of the 
property by recognizing the actual 
rather than the theoretical retire- 
ments. It is the opinion of witness 
Smith that the adjusted reserve bal- 
ance of $19,367,785 shown on Exhibit 
32 as at December 31, 1942, is a rea- 
sonable estimate of reserve require- 
ment. 

Despite the fact that the reserve 
requirement calculated under the 
method employed in Exhibit 32 is 
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approximately $2,700,000 greater 
than the book reserve as at December 
31, 1942, the witness recommended 
that the book reserve be accepted by 
the Commission for the purposes of 
this proceeding. He explained that 
this conclusion was reached because 
of the restrictions with respect to de- 
preciation which were imposed in the 
sliding-scale arrangement. He fur- 
ther expressed the belief that where 
a utility has been restricted as to the 
amount of depreciation expense by a 
regulatory Commission having juris- 
diction, it is not proper, nor is it equi- 
table, to adopt a higher reserve re- 
quirement than that developed under 
regulatory authority, particularly 
where, as in the District of Colum- 
bia, the sliding scale provides for an- 
nual rate investigations. 

The witness testified that in his 
opinion the present provisions with re- 
spect to the annual accrual for depre- 
ciation have resulted in the creation 
of an inadequate depreciation reserve, 
and that the perpetuation of these pro- 
visions will never permit Pepco to 
build up an adequate reserve. He rec- 
ommended the removal of the maxi- 
mum limitation of 20 per cent on the 
reserve (as did other witnesses), and 
also a modification of the provisions 
for annual accruals to the reserve. 

F. A. Sager, chief engineer of this 
Commission, introduced testimony rel- 
ative to his estimate of depreciation 
reserve based upon the assumption 
that the straight-line method, using 
accrual rates hereinafter discussed, 
had been employed throughout the 
existence of the sliding-scale arrange- 
ment. The witness concluded that a 
depreciation reserve requirement, de- 


veloped in this manner, would be $21,- 
600,000. 

Max Mason, survey engineer of 
Pepco, testified and introduced testi- 
mony purporting to show that the 
book depreciation reserve of Pepco 
as at December 31, 1943, in the 
amount of $18,611,702.95, will pro- 
vide separately for (1) the accrued 
depreciation applicable to property 
scheduled for retirement within the 
next ten years; (2) accrued deprecia- 
tion applicable to property not sched- 
uled for retirement; and (3) a re- 
serve of $1,262,472.80 for unforeseen 
retirements. The witness stated, how- 
ever, that this lattter amount might be 
somewhat inadequate, although he ex- 
pressed no idea as to the amount by 
which it might fall short of actual re- 
quirements. 

It is generally recognized that the 
determination of depreciation reserve 
requirement, on any basis, is neces- 
sarily an estimate. In its 1943 report. 
the Committee on Depreciation of the 
National Association of Railroad and 
Utilities Commissioners carefully re- 
views the necessity for exercising cau- 
tion in making adjustments to the de- 
preciation reserve, in the absence of 
obvious serious reserve deficiencies. 
The history of depreciation practices 
of Pepco through the years, as point- 
ed out by witness Smith, reveals the 
fact that the company has built up a 
reserve that-has been consistently more 
favorable than for the average utility 
company. 

It appears, however, that this favor- 
able position will not be maintained 
without modification of the deprecia- 
tion provisions of the sliding-scale ar- 
rangement. For this reason, the 
Commission finds that the 20 per cent 
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limitation on the depreciation reserve 
should be removed. Discussion of 
modified annual accrual rates will be 
found in the succeeding section of 
these findings. 

After careful consideration of the 
record and in view of the fact that 
the depreciation practices employed by 
Pepco have been prescribed by this 
Commission, the Commission finds 
that, for the purposes of this proceed- 
ing, the depreciation reserve as of De- 
cember 31, 1943, is $17,844,120.48 on 
a weighted basis, as hereinafter de- 
veloped under the caption, “Rate Re- 
duction Warranted.” The unweight- 
ed depreciation reserve as of Decem- 
ber 31, 1943, is $19,073,869.60. The 
Commission further finds that the 
weighted reserve constitutes a fair and 
reasonable determination of accrued 
depreciation for application in estab- 
lishing a depreciated rate base under 


the modified sliding-scale arrangement. 


Provision for Depreciation 

[15, 16] Evidence on the question 
of the proper annual accrual for de- 
preciation was presented for the Com- 
mission by witnesses Smith and Sager 
and for Pepco by witness Mason. 
Commission witness Smith’s Exhibit 
No. 30 sets forth the annual accrual 
rates of depreciation by primary elec- 
tric plant accounts. These rates, the 
witness explained, were based on esti- 
mated average service lives for the 
various classes and groups of property 
included in the primary plant accounts, 
and they reflect an allowance for esti- 
mated net salvage in appropriate 
cases. The rates are predicated on the 
witness’s general knowledge of the de- 
preciation problem, as well as a gen- 
eral knowledge of the property of 
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Pepco. The application of these rates 
to the depreciable plant of the Com- 
pany, weighted in so far as net addi- 
tions for the year 1943 are concerned, 
and excluding certain property classi- 
fied as emergency facilities, results in 
an indicated accrual for depreciation 
for the year 1943 of $2,600,896.95. 

Commission witness Sager’s Ex- 
hibit No. 36 sets forth accrual rates 
predicated solely on the estimated serv- 
ice life of the property included in the 
various primary plant accounts. Ap- 
plication of these rates to depreciable 
electric plant as of December 31, 1942, 
with an over-all deduction of 14.2875 
per cent for net salvage, results in an 
indicated accrual of $2,603,203.32 for 
the year 1943. The estimated service 
lives are predicated on the witness’s 
general engineering knowledge and his 
specific knowledge of the property of 
Pepco, gained by frequent inspections 
during his nearly fourteen years of 
service with the Commission. The 
over-all percentage for net salvage was 
determined by the witness from a 
study of the net salvage recovered 
during the period 1925 to 1942, in- 
clusive, in relation to the total retire- 
ments of depreciable property during 
the same period. 

Pepco witness Mason testified that 
his studies indicated the annual ac- 
crual for depreciation for the. year 
1943, made in the same manner as the 
accrual for the year 1944, set forth on 
Statement B of Exhibit 55, should be 
$2,770,000. The witness employed 
the retirement-forecast method of de- 
termining the annual accrual. This 
method assumes that factors causing 
retirement of property other than wear 
and tear and action of the elements 
are not predictable until property is 
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scheduled for retirement, and that pro- 
vision for the other factors causing 
retirements, such as obsolescence, gov- 
ernmental requirements, etc., is not 
necessary until ten years prior to the 
time that the property is scheduled 
for retirement. Obviously, this meth- 
od necessitates the application of ab- 
normally low accrual rates to all prop- 
erty not scheduled for retirement with- 
in the next ten years, and abnormally 
high accrual rates to property sched- 
uled for retirement in ten years. 

A precise comparison of the accrual 
rates presented by witness Smith with 
those presented by witness Sager can- 
not be made because of the different 
treatment of salvage by the two wit- 
nesses. Likewise, the rates used by 
witness Mason cannot be compared 
with those used by either Smith or 
Sager, for the reason that the rates 
accrued by Mason for property not 
scheduled for retirement, while apply- 
ing to approximately 73 per cent of 
the property, account for only about 
35 per cent of the annual accrual. 
The remaining accrual is primarily 
the difference needed to absorb, over 
a 10-year period, the deficiency in the 
accrual prior to the date the property 
was scheduled for retirement within 
ten years. In total, however, the an- 
nual accrual computed by the three 
witnesses is remarkably close, and the 
Commission, therefore, is concerned 
primarily with the question of decid- 
ing which of the three methods should 
be adopted. 

As to the method used by Pepco 
witness Mason, the Commission rec- 
ognizes the difficulty of predicting 
with precision the retirement of prop- 
erty caused by factors other than wear 
and tear and the action of the elements. 


It is believed, however, that the pre- 
diction of retirements due solely to 
such causes is just as difficult, and that 
actual results will undoubtedly vary 
considerably from predicted estimates. 
As the Commission views the depre- 
ciation problem, it is essentially an 
attempt to predict as nearly as pos- 
sible the estimated lives of the various 
types and classes of property, to the 
end that the cost of such property 
might be charged against the income 
produced by it in the most equitable 
manner throughout its useful life. All 
of the factors causing the ultimate re- 
tirement of property should be con- 
sidered in determining the rate to be 
applied to the cost of property during 
its useful life. The method used by 
Pepco witness Mason does not meet 
this requirement, and for this reason 
it is not adopted for the purposes 
of this proceeding. 

The Commission recognizes the im- 
possibility of determining precisely the 
amount which should be accrued an- 
nually for depreciation. The computa- 
tion presented by witness Smith in- 
dicates a composite accrual rate of 
2.69 per cent of depreciable property. 
while that of witness Sager reflects 
a composite rate of 2.77 per cent. 
Witness Smith based his calculations 
on depreciable plant, which included 
weighted net additions for the year 
1943, whereas witness Sager’s was 
based upon depreciable plant as at 
December 31, 1942. 

Both witnesses use the straight-line 
service-life method. While these rates 
are not predicated on mortality studies 
of the property of Pepco, they reflect 
the experience and judgment of these 
two witnesses and, in the opinion of 


55 PUR(NS) 









the Commission, are predicated on 
sound principles. 

After carefully weighing all the evi- 
dence, it is the judgment of this Com- 
mission that, for the purposes of this 
proceeding, the provision for depre- 
ciation of depreciable property other 
than emergency facilities, applicable 
to the test year 1943, should be that 
reflected in Exhibit No. 34, or $2,- 
600,896.95. The provision for depre- 
ciation on Pepco’s books for the year 
1943 includes $71,852.18 covering de- 
preciation on transportation equip- 
ment and certain tools and work 
equipment which has been charged to 
clearing accounts. While there is 
some slight difference in the rates 
used in determining the accrual so 
charged in comparison with the rates 
used on Exhibit No. 34 for similar 
property, the difference is not mate- 
rial, and to eliminate the necessity for 
adjustment the Commission believes 
that this amount should not be dis- 
turbed. This means that only $2,- 
529,044.77 of the total provision for 
depreciation will be treated as an oper- 
ating revenue deduction. The Com- 
mission is of the further opinion that 
the depreciation reserve on the books 
of Pepco as at December 31, 1943, 
should be adjusted, with a correspond- 
ing charge to surplus, to reflect the 
provision for the calendar year (which 
corresponds to the test year) in the 
amount just stated. 

The Commission finds that the an- 
nual provision for depreciation, both 
for book purposes and for rate-mak- 
ing purposes, shall be at the rate of 
2.7 per cent of depreciable property. 
The Commission believes that this 
rate will fairly spread over the expect- 
ed life of the property the consumption 
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of capital invested and will maintain 
the integrity of that investment. The 
sliding-scale arrangement shall be 
modified to so provide. In the modi- 
fied arrangement, provision should be 
made for periodic review of the en- 
tire subject of depreciation, to the end 
that suitable and timely adjustments 
may be made in conformity with re- 
quirements of changes in the art and 
consistent with prudent management. 
[17, 18] Reference has been made 
heretofore to the amortization of 
emergency facilities. The major por- 
tion of the approximate cost of $600,- 
000 of these facilities covers a trans- 
mission line to the Naval Powder 
Factory at Indian Head, Maryland, 
which is expected to be retired short- 
ly after the cessation of hostilities. 
This line and the other facilities 
similarly classified were constructed 
only after approval by the Secretary 
of the Navy as being necessary to the 
war effort, and regulations of the In- 
ternal Revenue Bureau permit the 
amortization of the cost of such facili- 
ties over a 5-year period in the deter- 
mination of taxable income. Pepco 
also received certificates of necessity 
for construction of other property at 
a cost considerably in excess of that 
under discussion, but by reason of the 
fact that this property, in the judg- 
ment of the company, will probably 
remain in service throughout its use- 
ful life, it is not being amortized over 
the allowable 5-year period for either 
corporate or income tax purposes. 
The Commission believes that the 
estimated life of these emergency fa- 
cilities is the controlling factor in the 
determination of the question whether 
the cost thereof should be amortized 
over a 5-year period, or depreciated 
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normally with other similar property. 
The transmission line to the powder 
plant provides supplemental service, 
and under normal conditions the pow- 
der plant, which has been in operation 
for a great many years, generates suf- 
ficient power for its own needs. The 
major portion of the transmission line 
is located in a territory served by an- 
other utility, and there is no likeli- 
hood that additional customers will be 
connected. In view of these facts, the 
Commission finds that the amortiza- 
tion of these emergency facilities over 
a 5-year period is reasonable and prop- 
er and allows for the year 1943 the 
sum of $229,673.82 for amortization 
thereof. This allowance covers amor- 
tization for the years 1942 and 1943 
which was entered on the books of 
Pepco after approval by the Com- 
mission. 


The Rate of Return 

[19, 20] On the subject of rate of 
return direct testimony supported by 
documentary evidence was introduced 
for the Commission by its chief ac- 
countant, V. A. McElfresh, and for 
Pepco by R. Roy Dunn, assistant to 
the President. Opinion testimony 
without supporting data was offered 
by several other witnesses. 

The evidence on this subject pre- 
sented by witness McElfresh was pred- 
icated upon the cost-of-capital theory. 
This Commission, in its Order No. 
2682 (1943) 53 PUR(NS) 321, 
adopted the cost-of-capital method in 
the determination of the rate of re- 
turn to be allowed the Washington 
Gas Light Company. Since that or- 
der was issued, the Supreme Court 
approved this method in Federal Pow- 
er Commission v. Hope Nat. Gas 


Co. (1944) 320 US 591, 88 L ed 
—, 51 PUR(NS) 193, 64 S Ct 281. 

It is the opinion of this Commis- 
sion that the cost-of-capital method of 
determining the rate of return in the 
rate-making process is particularly 
well adapted to a sliding-scale arrange- 
ment. This is so because of the an- 
nual rate adjustment feature, which 
permits a prompt reflection of chang- 
ing economic conditions in the rates 
for service. In the absence of a slid- 
ing-scale arrangement, it is presumed 
that rates fixed after protracted in- 
vestigation and hearing will remain 
in effect for several years, and conse- 
quently forecasts as to the effect of 
possible future changes must play an 
important part in such deliberations. 
Under the sliding-scale arrangement, 
the use of actual results of a test year 
as a basis for the adjustment of rates 
for the succeeding rate year mini- 
mizes the necessity for reflecting in 
rates the effect of future conjectural 
changes which may or may not mate- 
rialize. In other words, under the ar- 
rangement the adverse effect of abrupt 
or violent changes in the return to the 
company or rates charged to consumers 
is limited to a single year’s operations. 


The cost-of-capital method, which 
employs the actual cost of long-term 
debt capital and preferred-stock cap- 
ital—provided, of course, that such 
costs are reasonable—limits the rate 
of return problem to a determination 
of a reasonable return on the common 
stockholders’ investment. This ques- 
tion, however, is not simple to resolve, 
for the common stockholders are the 
ones who are most seriously affected 
by the business cycle. The rate-mak- 
ing process involves an equitable bal- 
ancing of the interests of the com- 
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mon stockholders of the utility against 
the interests of consumers. The cost- 
of-capital method of fixing the rate of 
return, coupled with the sliding-scale 
arrangement, will, in the opinion of 
the Commission, effectively achieve 
such a balance. 


A. Long-term Debt Capital 


In his general presentation of evi- 
dence relating to the cost of long-term 
debt capital, Commission witness Mc- 
Elfresh introduced data classified as 
follows: 

1. Moody’s bond yield averages 
based on bonds of 120 domestic cor- 
porations, composite and according to 
ratings. 

2. Moody’s bond yield averages 
based on bonds of 120 domestic cor- 
porations, under three principal 
classes—namely, industrials, public 
utilities, and railroads—and on a 
composite basis. 

3. Moody’s bond yield averages 
based on bonds of 40 public utilities, 
according to ratings. 

Witness McElfresh also introduced 
data relating to bond issues of electric 
utilities during the years 1942 and 
1943, reflecting the cost to the issuing 
companies and the yield to the buyers 
applicable to the issues by ratings. 

The evidence shows that the yield 
on long-term debt capital has declined 
sharply in recent years. For instance, 
the yield on ten public utility bond is- 
sues rated AAA (the rating presently 
applied to Pepco bonds) in 1920 was 
6.53 per cent, while in September, 
1943, the yield on similarly classified 
bonds was but 2.64 per cent. A cor- 
responding decline was experienced in 
yield on public utility bonds having 
lower ratings. 
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The evidence also shows that dur- 
ing the year 1942, two issues of elec- 
tric utility bonds having a rating of 
AAA, in the aggregate principal 
amount of $20,000,000, were sold at 
a cost to the issuing companies of 2.82 
per cent. 


The presently outstanding long- 
term debt of Pepco, and the effective 
interest rate, by issues, is shown in the 
following tabulation: 


Effective 
Interest 
Rate 


Principal 


Amount 
First mortgage, a 
due July 1, 1966 
Issued July 1, 1936 . 
Issued November 29, 


Issue 


$15,000,000 3.217% 
3.267 


3.230% 


$20,000,000 


First mortgage, 34%, 
due December 1, 
1974: 

Issued December 1, 
1939 


$5,000,000 


First mortgage,33%, 
due August 1, 1975: 
Issued September 11, 


1940 $3,334,000 


3,332,000 
3,334,000 
$10,000,000 


1 
Issued March 11, 1941 


First mornaage, 32 J, due 
August 1, 1 
Issued September 4, 
$5,000,000 


$40,000,000 


2.635% 
3.008% 


The Commission finds that, for the 
purposes of this proceeding, the cost 
of long-term debt capital of Pepco is 
3.008 per cent. 


B. Preferred-stock Capital 


Evidence was presented by Com- 
mission witness McElfresh bearing 
upon the cost to issuing companies 
and yield to the public of recently is- 
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sued preferred stocks of electric utili- 
ties. This evidence shows that during 
the year 1942 preferred stocks were 
issued by four electric utilities, at a 
weighted average cost of 4.93 per cent 
to the issuing companies, and at a 
weighted average yield of 4.82 per 
cent to the purchasers. The cost to 
the four companies involved ranged 
from 4 per cent to 6.60 per cent. Dur- 
ing the year 1943, four additional is- 
sues were sold at a weighted average 
cost of 4.53 per cent, and a weighted 
average yield of 4.38 per cent. With 
respect to these issues, the cost to the 
issuing companies ranged from 3.93 
per cent to 5.37 per cent. 

The cumulative preferred stock of 
Pepco now outstanding consists of 
20,000 shares of 6 per cent series of 
1925 and 50,000 shares of 54 per cent 
series of. 1927. The net proceeds 


from the sale of the 6 per cent series 


amounted to $1,933,891.77, and $4,- 
804,393.49 was realized from the sale 
of the 54 per cent series. 


Schedule 3 of Exhibit 26 introduced 
by witness McElfresh shows that the 
annual cost of the $7,000,000 of pre- 
ferred-stock capital of Pepco now out- 
standing is 5.862 per cent per annum. 
This figure was determined by relat- 
ing the annual dividends to the net 
proceeds derived from the sale of 
these securities. The annual cost of 
5.862 per cent is considerably higher 
than the cost of recently issued pre- 
ferred stocks of electric utilities of 
comparable investment qualities. This 
fact was pointed out by the Commis- 
sion’s witness who stated that in his 
opinion the $7,000,000 of preferred 
stock now outstanding could be called 
and a new issue floated at a cost of 
not more than 5 per cent per annum 


including the 7 per cent call premium. 
This opinion is shared by Pepco and 
by the other parties to this proceeding. 
Thus, it appears that 5 per cent is a 
reasonable allowance for the cost of 
preferred-stock capital, and the Com- 
mission so finds. 


C. Equity Capital 

As previously indicated, the prin- 
cipal difficulty encountered in the cost- 
of-capital method of determining a 
fair rate of return relates to the equity 
capital component of the total invested 
capital. Commission witness McEI- 
fresh introduced evidence and testified 
at length on this subject. Pepco wit- 
ness Dunn also presented extensive 
testimony relative to the treatment to 
be accorded equity capital in a cost-of- 
capital study. 

Pepco presently has outstanding 
90,000 shares of common stock of 
$100 par value per share; all of which 
is owned by its immediate parent, 
Washington Railway and Electric 
Company. The recorded book equity 
applicable to this stock as at Septem- 
ber 30, 1943 (the date as of which the 
cost-of-capital study was made) was 
as follows: 

Common stock 
90,000 shares at $100 par value 


per share 
Earned surplus 


$9,000,000 
29,088,514 


Total Equity, per books .. $38,088,514 


In his calculation, Commission wit- 
ness McElfresh made various adjust- 
ments, not opposed by Pepco, to the 
amount of equity recorded on its 
books, which adjustments are ex- 
plained immediately below: 

1. Elimination from the common 
capital account of $1,000,000. 

Explanation—Of the 90,000 shares 
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of common stock outstanding, 10,000 
shares were issued in the year 1912 
for certain rights in a power site lo- 
cated at the Great Falls on the Poto- 
mac river. The title to this site has 
not yet been vested in Pepco. The 
site has not been developed. This in- 
vestment of $1,000,000 has never 
been included in the rate base. 

2. Deduction of the amount of $3,- 
429.46 from the common capital ac- 
count. 

Explanation—This amount repre- 
sents capital stock expense recorded 
on the books at Pepco at September 
30, 1943. 

3. Addition to earned surplus in 
the amount of $194,615.21. 

Explanation—This adjustment is 
made in order to restore to earned sur- 
plus, for the purposes of the cost-of- 
capital determination, unamortized 
debt discount and expense applicable 
to refunded debt issues, which amount 
had previously been written off the 
books of Pepco. 

4. Addition to earned surplus in 
the amount of $160,415. 

Explanation—This adjustment is 
made in order to restore to earned 
surplus, for the purposes of the cost- 
of-capital determination, discount and 
expense applicable to preferred-stock 
issues, which amount had previously 
been written off the books of Pepco. 

As a result of the adjustments 
enumerated above, the common-stock 
equity is considered to be $37,440,- 
115.16 for the purpose of calculating 
the average cost of invested capital as 
at September 30, 1943. 

It is deemed appropriate to explain 
at this point that, at the time the re- 
classification of the fixed capital ac- 
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counts of Pepco was completed in ac- 
cordance with orders issued by the 
Federal Power Commission and by 
this Commission, all differences be- 
tween original cost and the book cost 
of property were eliminated from the 
plant account of Pepco, with corre- 
sponding charges against earned sur- 
plus and other appropriate accounts. 
Thus, no inflationary or improper 
amounts are reflected in the equity 
capital as presently constituted and 
used in this study of cost of invested 
capital. 

In connection with his study of the 
return to be allowed on equity capital 
in a cost-of-capital computation, the 
Commission’s witness presented sta- 
tistics setting forth the earnings-price 
ratios and the dividend-price ratios 
applicable to the common stocks of 
fourteen selected electric operating 
utilities. The utility companies se- 
lected comprise a substantially com- 
plete list of electric operating com- 
panies whose common stocks are trad- 
ed on national exchanges. They op- 
erate in various sections of the coun- 
try. 

It is recognized by the Commission 
that the results obtained by compari- 
sons are not in themselves conclusive. 
They do serve a useful purpose, how- 
ever, as a guide in the exercise of the 
judgment necessary in reaching a final 
determination. In the present in- 
stance, the Commission does not have 
the benefit of actual experience relat- 
ing to investor appraisal of the com- 
mon stock of Pepco, as none of this 
stock is traded on the open market. 
However, from a sstatistical stand- 
point, Pepco compares more than 
favorably with the average of the 
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fourteen electric utilities, on such 
points as coverage for income deduc- 
tions and preferred-stock dividend re- 
quirements, ratio of common-stock 
equity to total capitalization, and the 
proportion of gross income available 
for common stock. 


The earnings-price ratios and the 
dividend-price ratios were calculated 
by Commission witness McElfresh for 
the years 1939, 1940, 1941, and 1942, 
for the twelve months ended Septem- 
ber 30, 1943, and for the three months 
October to December, 1943, inclusive. 
The average of the high and low prices 
during each of the periods was first 
obtained and related to the earnings 
for the period in order to derive the 
pertinent ratios. Next, a simple av- 
erage and a weighted average of such 
ratios were calculated for the entire 
period. These calculations resulted in 
a simple average earnings-price ratio, 


for the six periods covered, of 7.77 
per cent and a weighted average earn- 
ings-price ratio of 7.82 per cent. Divi- 
dend-price ratios obtained were 6.73 
per cent on a simple average basis and 
6.89 per cent on a weighted average 
basis. 


Objection was raised by Pepco to 
the use of interim income figures for 
the twelve months ended September 
30, 1943, and to the calculation of 
earnings-price ratios for two periods 
during the year 1943. Pepco witness 
Dunn made a new calculation based 
on the data shown on Exhibit No. 25, 
using income for the year 1943 related 
to the average of high and low prices 
during the same year. This calcula- 
tion increased the simple average 


shown on Exhibit No. 25 from 7.77 
per cent to 7.88 per cent and the 
weighted average from 7.82 per cent 
to 8.04 per cent. The combining of 
the two 1943 periods used in Exhibit 
No. 25 tends to lessen the effect on 
earnings-price ratios of the general in- 
crease in the price of common stocks 
which occurred in the latter part of 
the first quarter of 1943 and which has 
continued generally at the same level 
to the present time. In order to give 
proper weight to the current condi- 
tions of the market, witness McElfresh 
recalculated the data shown on Ex- 
hibit No. 25, by combining the two 
1943 periods used thereon and using 
income for the year 1943 instead of 
for the twelve months ended Septem- 
ber 30th, and made a further calcula- 
tion based on earnings for 1943 and 
the average of high and low prices ob- 
taining from January 1 to March 18, 
1944. This calculation (R. 2235) 
produced a simple and weighted aver- 
age of 7.70 per cent. 

The Commission, after weighing 
all the evidence on this matter, con- 
cludes and finds that a return of 8 
per cent on the common stock equity 
constitutes a liberal return and is 
commensurate with returns on invest- 
ments in other enterprises having cor- 
responding risks. This return is 
sufficient to assure confidence in the 
financial integrity of Pepco and will 
attract capital for future public needs. 


D. Conclusions As to Rate of Return 
Based upon Cost of Capital In- 
vested 


The average cost of invested capi- 
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tal of Pepco as at September 30, 1943, 
is summarized below: 


Source of Funds 
Long-term Debt 
Preferred Stock 
Common-Stock Equity: 
Common Stock 
Less—Investment in Great Falls Power 


such as to enable it (under efficient 
and economical management) to meet 


Cost on an Annual Basis 
Rate 


3.008% 
5.862 


Amount 
$1,250,713 
395,000 


Invested Capital 
$41,579,545 
6,738,285 


$8,996,571 


1,000,000 
7,996,571 


Earned Surplus 


Customers’ Deposits—Active 
Interest Accrued—Active Deposits 
Customers’ Deposits—Inactive 
Interest Accrued—lInactive Deposits 


The foregoing tabulation includes 
the presently outstanding preferred 
stock at its current annual cost to 
Pepco. As already determined, the 
Commission is of the opinion that, for 
this study, a cost of 5 per cent more 
accurately reflects a reasonable allow- 
ance for cost of preferred stock of 
Pepco. After giving effect to this 
adjustment, the over-all cost of invest- 
ed capital becomes 5.319 per cent. 

After careful consideration of the 
record in this proceeding and in view 
of the favorable financial position of 
Pepco, the prospects for continued 
growth of population in the territory 
served by it, and the cost of invested 
capital as set forth above, the Com- 
mission concludes and finds that a 
basic rate of return of 54 per cent is 
fair and reasonable. This rate, when 
applied in the modified sliding-scale 
arrangement prescribed herein, will, 
in the opinion of the Commission, 
meet the oft-repeated judicial require- 
ment ® that the return to a utility be 


29,443,544 


37,440,115 


1,160,769 
292,504 
30,675 
17,144 


$87,259,037 


2,995,209 
58,038 


5.385% $4,698,960 


all of its capital obligations and to 
provide an amount for the payment 
of reasonable dividends and the re- 
tention in surplus of a reasonable 
amount of earnings, thus maintaining 
its credit and enabling it to continue 
to attract capital on favorable terms 
for the proper discharge of its public 
duties. Should a rate base other than 
one premised on original cost or 
prudent investment be used, the rate 
of return would be substantially less 
than that determined herein to be 
reasonable. 


Method of Effecting Rate Adjust- 
ments 


During the present proceeding, the 
following questions were raised for 
the consideration of the Commission 
in connection with the method of ef- 
fecting rate adjustments: 

1. Whether rate adjustments 
should be based upon actual operating 
experience or upon forecasts of future 
operating results. 





5 See for example: Bluefield Water Works 
& Improv. Co. v. West Virginia Pub. Service 
Commission, 262 US 679, 67 L ed 1176, PUR 
1923D 11, 43 S’Ct 675; United R. & Electric 
Co. v. West, 280 US 234, 74 L ed 390, PUR 
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S Ct 281. 





RE POTOMAC ELECTRIC POWER CO. 


2. What portion of excess of return 
should be applied to rate reductions. 

3. Whether rate adjustments are to 
be reflected in gross operating reve- 
nues or net operating income. 

[21] The present sliding-scale ar- 
rangement uses the results of opera- 
tions during a test year (which is the 
calendar year) in order to ascertain 
the return earned on the rate base. 
The record does not contain any 
sound reason for the abandonment of 
this practice. The only alternative 
would be the adoption of the forecast 
method, which at best is conjectural 
and unreliable, and which is particu- 
larly vulnerable in these respects dur- 
ing such periods of uncertainty as now 
prevail. The experience of the Com- 
mission during the early years of 
sliding-scale operation, when it was 
necessary to project earnings and rate 
base over a portion of the test year, 


demonstrated the unreliability of such 


projection. The record shows that 
budget estimates of the company re- 
quire constant review and revision, 
which again demonstrates the unre- 
liability of rate determinations based 
upon prognostications. Therefore, 
the Commission finds that the con- 
tinued use of a test period for the de- 
termination of rate adjustments is 
sound and fair to both Pepco and the 
ratepayers, as it provides through ac- 
tual experience a set of known and in- 
disputable facts. 

[22] The provisions of the slid- 
ing-scale arrangement relating to the 
portion of the excess of return which 
should be applied to rate reductions 
have been set forth in detail on page 
71 herein. The question to be re- 
solved is whether these provisions 
should be retained with appropriate 


modification by reason of the change 
in the basic rate of return, or whether 
all of the earnings in excess of the 
basic return shall be applied as the 
basis for rate adjustments in the ensu- 
ing year. In the orthodox or tradi- 
tional rate-making process it is gen- 
eral practice to determine the earnings 
in excess of the allowed return during 
a test period and then attempt to fix 
rates which, it is hoped, will yield 
only the allowed return. In this process 
there are many factors which operate 
as incentives to the utility, such as a 
rate base higher than the actual in- 
vestment, the knowledge that the rates 
prescribed will obtain for a period of 
several years, and the fact that larger 
returns flowing from increased volume 
of business and operating economies 
will inure solely to the benefit of the 
utility. 

In the sliding-scale arrangement, 
particularly in view of our adoption 
of an original-cost or prudent-invest- 
ment rate base, the establishment of 
a basic rate of return predicated in 
major part upon the cost of invested 
capital, and provision for the annual 
adjustment of rates, the incentives 
present in the traditional rate-making 
process, to a large degree, have been 
eliminated. In view of these facts, the 
Commission is of the opinion that the 
use of all earnings in excess of the re- 
turn allowed at the basic rate of return 
as a rate reduction is not warranted 
and that the present method of using 
only a portion of such excess earnings 
as a basis for reduction of rates should 
be continued, with the modifications 
necessary by reason of the reduced 
basic rate of return. It is here per- 
tinent to point out that the return at 
the basic rate of 53 per cent of the 
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rate base is not the actual return al- 
lowed the company before any reduc- 
tion is made in rates for the ensuing 
rate year, but is that amount plus a 
portion of the earnings in excess of 
such return. During the year under 
consideration, the allowed return is 
therefore 5.82 per cent. Hence, it is 
evident that the use of only a portion 
of the earnings in excess of the basic 
return operates not only as an incen- 
tive to Pepco, but as a safety factor 
upon the Commission’s judgment. 

[23] With respect to the third 
question, which relates to the method 
of applying rate adjustments, reference 
is again made to the provisions cover- 
ing this point which are set forth on 
page 71 herein, as well as to the orig- 
inal provisions of the consent decree 
set forth on page 70. It is clear 
that the rate reductions effected un- 
der the operation of the sliding scale 
have been in strict accord with these 
provisions. In other words, the ar- 
rangement provides that the rate re- 
duction shall be applied against the 
gross operating revenues of Pepco, 
rather than against its net operating 
income. 

In this proceeding, the Commis- 
sion has given careful consideration 
to the evidence on this question, to all 
of the factors embraced by the sliding- 
scale arrangement, and to the over- 
all effect of the various modifications 
proposed herein. Because of the high 
level of income taxes now in effect, 
particularly where a utility is subject 
to excess profits taxes, it is obvious 
that a substantial reduction in gross 
operating revenue would have only a 
nominal effect upon net operating in- 
come. That this conclusion is war- 
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ranted with respect to Pepco is clear- 
ly demonstrated by the record in this 
proceeding. To continue to apply rate 
reductions to gross operating revenues 
rather than to net operating income 
would provide an additional return 
over and above that found to be fair 
and reasonable. It is recognized that 
in the event future earnings should 
fall below the basic rate of return, the 
upward adjustment of rates would in- 
clude provision for increased income 
taxes that would be occasioned there- 
by. However, the Commission con- 
cludes, in view of the facts set forth 
above, that the amount found to be 
available for rate adjustments should 
be reflected in the net operating in- 
come of Pepco by giving proper recog- 
nition to the effect upon its income- 
tax liability resulting from the de- 
crease or increase in gross revenues, 
and that the sliding-scale arrangement 
should be modified accordingly. A re- 
duction in gross revenues, of course, 
results in a reduction of all taxes re- 
lating to income, but, because of the 
relatively minor effect of rate changes 
on all taxes except Federal income and 
excess profits taxes, the Commission 
finds that the effect upon Federal in- 
come and excess profits taxes only 
should be considered in determining 
rate adjustments. 


The Commission finds that rate ad- 
justments should be predicated upon 
the results of operation during the test 
year (calendar year). Whereas the 
present arrangement provides that 
rate adjustments shall be absorbed 
over a 10-month period, commencing 
March Ist of each rate year, the Com- 
mission finds that it would be more 
equitable to spread such adjustments 
over the entire rate year, and that the 
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sliding-scale arrangement should be 
so modified. 


Rate Reduction Warranted 


In view of the conclusions drawn 
and the findings made herein, the 
Commission further finds that a re- 
duction in rates in the aggregate 
amount of $1,037,189 is warranted. 

The following tabulation will serve 
to demonstrate the method by which 
the amount of the rate reduction has 
been determined : 


Gross operating revenues 
Amortization of Impounded Fund 


Operating Revenue Deductions: 
Operation and Maintenance 
Depreciation Accrual 
Amortization of Emergency Facilities 


Taxes, other than Federal Income and Excess 


Federal Income and Excess Profits Taxes 


Net Operating Income 


Return @ 54% on Rate Base of $80,771,719.04 § 


Earnings in Excess of Basic Return 
Reduction in Net Income Necessary 


In arriving at the amount of net 
operating income shown in the fore- 
going tabulation, the recorded costs 
of operation and maintenance have 
been reduced by $33,210.06 as set 
forth in detail on Schedule 3 of Ex- 
hibit No. 12. Federal income and ex- 
cess profits taxes reflect the total lia- 
bility of the company for the year 
1943 on a consolidated basis. Adjust- 
ment of an overaccrual for the year 
1942 in the amount of $35,571.79 is 
also reflected in the Federai income 

$22,531,096.22 


16,332.42 
$22,547,428.64 


$10,581,524.22 
2,529,044.77 
229,673.82 
1,834,311.17 
2,416,000.58 


17,590,554.56 


$4,956,874.08 
4,442,444.55 


$514,429.53 
257,214.77 


Savings in Federal Income and Excess Profits Taxes Resulting from Reduction 


im et TACOME 2.6. Kc elwccs eeierccaaaia eter’ 


Rate Reduction 


7 779,974.51 
$1,037,189.28 





6 Weighted gross rate base (See page 82) 
Less: 


Depreciation reserve adjusted and weighted— 


Book reserve 12/31/42 (See p. 83) 
Book adjustment of above balance 
Accrual for year 1943, weighted 


$98,615,839.52 


$16,667,163.19 
(52,791.84) 
1,300,448.48 


Amortization of Emergency Facilities for 1942 and 1943, 


weighted 


Net Retirement Losses during 1943, weighted 


Depreciated Rate Base for year 1943, weighted 
The unweighted Rate Base at 12/31/43 amounts to 


7 Calculated as follows: 

Pepco’s income subject to excess profits tax 
for the year 1943 amounted to $890,484.86, 
which, if eliminated, would, at the excess 
profits tax net rate of 81 per cent, effect a 
reduction in net income of $169,192.12 or a 
tax savings of $721,292.74. To further re- 
duce net income by the difference between 
the total necessary reduction of $257,214.77 
and the reduction in net of $169,192.12 set 


[7] 


114 224.0] 
(185,536.26) 
—————__ 17,844,120.48 


$80,771,719.04 
$83,279,955.77 


forth above, or $88,022.65, a reduction in gross 
revenue or taxable income of $146,704.42 


88,022.65 
would be necessary ("a 100.) The 
combined normal and surtax rate of 40 per 
cent applied to this amount produces a tax 
savings of $58,681.77, which, together with the 


$721,292.74 set forth above, produces the total 
tax savings of $779,974.51. 


55 PUR(NS) 





DISTRICT OF COLUMBIA PUBLIC UTILITIES COMMISSION 


and excess profits tax figure shown in 
the foregoing tabulation. 

The recorded net income of Pepco 
for the year 1943 amounted to $4,- 
181,453.11. After adjusting for the 
additional accrual for depreciation 
found herein to be necessary, the ad- 
justed net income would amount to 
$3,902,308.66. Giving effect to the 
rate reduction of $1,037,189.28 de- 
termined herein to be necessary, and 
to the estimated savings in Federal 
income and excess profits taxes of 
$779,974.51 which would result from 
such a reduction in revenues, the pro 
forma net income would amount to 
$3,645,093.89. After providing for 
preferred dividend requirement of 
$395,035.11, the remaining $3,250,- 
058.78 would provide a return of 8.91 
per cent on the common-stock equity 
of Pepco at December 31, 1943. Such 
a return, in the opinion of the Com- 
mission, will enable Pepco to maintain 
its financial integrity, to attract capi- 
tal, and to compensate its investors 
for the risks assumed. 


Conclusion 

After full consideration of the en- 
tire record and briefs in this proceed- 
ing, the Commission concludes and 
finds that the modifications of the slid- 
ing-scale arrangement prescribed here- 
in are in accord with law and just and 
reasonable ; and that the rate reduction 
herein set forth and resulting from the 
application of the sliding-scale ar- 
rangement as so modified to the opera- 
tions of Pepco during the test year 
ended December 31, 1943, will pro- 
duce just and reasonable rates, and 
enable the company to earn a fair re- 
turn. 

An appropriate order will issue. 


ORDER 


In accordance with the findings and 
opinion rendered in these proceed- 
ings, 

It is ordered: 

Section 1. That the existing slid- 
ing-scale arrangement for electric rate 
adjustments be, and it is hereby, 
modified in accordance with the find- 
ings and opinion in these proceedings. 

Section 2. That Potomac Elec- 
tric Power Company be, and it is here- 
by, directed to file within thirty days 
from the date hereof, new rate sched- 
ules which, when applied to kilowatt 
hours consumption during the test 
year 1943, will reduce its gross oper- 
ating revenues by the amount of the 
rate reduction herein found to be 


necessary; namely, $1,037,189. 


Section 3. That such new sched- 
ules ordered to be filed in § 2 hereof, 
when approved by the Commission, 
shall be in force and effect in respect 
to all meter readings taken on and 
after March 1, 1944, in accordance 
with the provisions of the sliding- 
scale arrangement as modified by the 
findings herein, and shall continue in 
effect until February 28, 1945, or un- 
til further order of this Commission. 

Section 4. That the depreciation 
reserve recorded on the books of Po- 
tomac Electric Power Company as of 
December 31, 1943, be adjusted in ac- 
cordance with the findings herein. 

Section 5. That, effective January 
1, 1944, and until further order of this 
Commission, provision for deprecia- 
tion, both for corporate and _ rate- 
making purposes, shall be at the rate 
of 2.7 per cent per annum of the re- 
corded cost of depreciable property. 
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UTAH PUBLIC SERVICE COMMISSION 


Re Pleasant Green Water Company 


Case No. 2696 
July 17, 1944 


ETITION for approval of restatement of asset values and for 
Pcie in water rates; estimated original cost and rate 
base determined, rates increased, and accounting requirements 

prescribed. 


Valuation, § 387 — Water rights — Allowance apart from land value — Wells. 
1. No amount should be included in the rate base of a water company for 
water rights separate and apart from the value of land on which its wells 
are located, and in addition to the cost of procuring the water, where there 
is no shortage of underground water and no interference between wells, since 
under these circumstances no beneficial use, within the meaning of the state 
laws, is shown, p. 105. 


Valuation, § 293 — Cash working capital — Advance collection of revenues. 
2. Allowance was made for cash working capital of a water company al- 
though the utility billed and collected revenues in advance of the rendition 
of service, p. 105. 


Valuation, § 319 — Cash working capital — Relation to expenses — Water utility. 
3. One-month average operating expenses, exclusive of depreciation and 
taxes, were held to be an adequate allowance for cash working capital of a 
water utility billing and collecting revenues in advance, p. 105. 


Valuation, § 296 — Cash working capital — Expense basis — Depreciation and 
taxes. 
4. Neither a noncash item such as depreciation expense nor tax accruals, 
representing expenses which are not paid until a later date, need be con- 
sidered in determining cash working capital, p. 105. 


Return, § 115 — Water utility. 
5. Increases in water rates were allowed in order to produce a rate of re- 
turn of 7 per cent—a rate called generous, p. 106. 


Revenues, § 1 — Statement on cash basis — Arrearages collected. 
6. Revenue figures on a cash basis without any adjustment for collections 
on back accounts must be relied on in the absence of necessary information 
to restate accounts on an accrual basis, although an accrual basis is the more 
appropriate for a public utility, p. 107. 


Expenses, § 96 — Salaries and directors’ fees — Excessive amount. 
7. Amounts paid for management salaries and directors’ fees, shown to be 
excessive where in the case of a small water company they have exceeded 
30 per cent of total operating revenues, must be adjusted and a reasonable 
allowance made in operating expenses, p. 108. 
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Depreciation, § 6 — Necessity of annual allowance. 
8. An annual allowance for depreciation must be included as part of the 
operating deductions in a test period to determine the reasonableness of rates 
charged by a public utility, p. 110. 


Expenses, § 109 — Taxes. 
9. Actual taxes as reported for the past year, other than Federal income tax, 
should be allowed in determining net operating income, p. 111. 

Expenses, § 114 — Federal income tax — Increased earnings. 
10. Federal income tax of a water company which is allowed a rate increase 
should be computed on the basis of the increased earnings resulting from 
the higher rates in determining net operating income, p. 111. 

Accounting, § 6 — Duty to keep adequate records. 
11. A water utility company should conform its accounting records to the 
requirements of the Uniform Classification of Accounts for Water Utilities 
prescribed by the state Commission, p. 112. 


¥ 


APPEARANCES: Henry D. Moyle, 
Mrs. Vilate S. Raile, Dr. Henry Raile, 
A. Z. Richards, Major Frank G. 
Chambers, H. C. Jones, and Vera E. 
Jones, for the applicant; Clinton D. 
Vernon, for Public Service Commis- 
sion of Utah; Roy Tygesen, C. J. Ull- 
rich, W. C. Matthew, Rev. E. A. 
Bjork, Victor Bohne, Andy Dallas, 
W. J. Johnson, E. J. Gardner, Maud 
S. Laker, and Roy Smith, for the 
people of Magna. 


Pleasant 


By the Commission: 
Green Water Company filed a peti- 
tion with the Commission on June 18, 
1943, in which it asks for the follow- 
ing: 

A. Approval by the Commission of 
a restatement of the asset values of the 


company. 

B. An increase in the net charge 
per residential user from $1.13 to 
$2.25 per month and similar increases 
for commercial flat rate accounts. 

C. An increase from $10 to $20 
in the charge for a new connection to 
mains. 

After due and legal notice to in- 
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terested parties, the matter came on 
regularly for hearing before the Com- 
mission at its office in Salt Lake City, 
Utah, on July 21, 1943. Upon mo- 
tion of a committee representing the 
customers of the company the hear- 
ing was continued to August 23, 1943 
at Magna, Utah, on which date addi- 
tional evidence was taken and the rec- 
ord was closed except for the filing of | 
briefs. Briefs were subsequently filed 
by the petitioner and by counsel for 
the customers of the company who 
protested the proposed increases in 
rates. The matter was thereupon 
taken under advisement by the Com- 
mission. 

Under date of April 1, 1944, the 
Commission upon its own motion re- 
opened the case for further hearing. 
The further hearing was held at the 
Commission’s office in Salt Lake City, 
Utah, on May 15, 1944, and at the 
close of said hearing, the matter again 
was taken under advisement. 

The following report, findings, and 
conclusions are based upon the record 
thus made at the three hearings held 
on this matter. 
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Corporate History and Area Served 


Pleasant Green Water Company is 
a corporation organized under and 
existing by virtue of the laws of the 
state of Utah and is a “water corpo- 
ration” as that term is defined in Title 
76, Utah Code Annotated 1943, and 
is subject to the supervision and regu- 
lation of this Commission. The com- 
pany was incorporated in 1915 with 
an authorized capital stock of 25,000 
shares of a par value of $1 per share. 
The original 25,000 shares of stock 
were “sold as necessary.” In 1941 
the articles of incorporation were 
amended to increase the authorized 
capital stock to 50,000 shares with a 
par value of $1 per share. The addi- 
tional 25,000 shares of stock were sold 
at a discount of 50 per cent, and the 
proceeds from the sale were used to 
pay for improvements of the plant of 
the company. 

The balance sheet of Pleasant 
Green Water Company as at Decem- 
ber 31, 1943, indicates that the com- 
pany has no long-term debt of any 
kind. 

The applicant serves the town of 
Magna, Utah, and its inhabitants 
with water for culinary and other 
purposes. It commenced operations 
in 1916. Magna is an unincorporated 
town in Salt Lake county and has a 
population of approximately 3,500 
people. The applicant has about 891 
customer connections for water serv- 
ice. 


Description of Properties 


The plant of Pleasant Green Water 
Company devoted to the rendition of 
water service consists of a well with 
pumping equipment, two pump hous- 
es, three reservoirs, one of which is 
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equipped with pumping equipment, a 
pipe-line system, automotive equip- 
ment, a superintendent’s house, an of- 
fice building, and three parcels of real 
estate. The plant as it exists today 
seems to have been built for the most 
part during two different periods in 
the life of the company. The orig- 
inal pipe-line system, well, and pump- 
ing equipment were installed during 
the period from 1915 to 1921. The 
other major construction period cov- 
ered the years 1941, 1942, and 1943, 
during which years a “grid system” 


_Wwas constructed. <A grid system, in 


the words of the applicant’s engineer, 
is “a system of larger mains to permit 
the water to be conveyed to the homes 
at a better pressure.” Aside from 
the two major periods of construction, 
other improvements and additions to 
the company’s plant were made dur- 
ing the intervening years. 

The source of water which this 
company sells to its customers is a 
dug well a little over 100 feet deep, 
which well has a concrete lining part 
way. The bottom of the well is in 
solid rock, and at the bottom, there 
are infiltration galleries which cause 
the water to come to a central point 
from which it can be pumped. Elec- 
trically operated pumping equipment 
installed at the bottom of the well 
raises the water into storage reser- 
voirs as need arises. 

Pumping equipment also is installed 
at one of the larger reservoirs of the 
company, which pumping equipment 
is used to pump the water into another 
smaller reservoir. The latter-men- 
tioned reservoir is at a higher eleva- 
tion than the other two reservoirs 
which permits the furnishing of water 
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to customers at an elevation higher 
than would otherwise be possible. 


Present Rates of Company 


The present schedule of rates for 
water service of Pleasant Green Water 
Company as published and filed with 
the Commission is as follows: 

Kind of Service (or Use) 


Rate 
Per Month 


Private residences 
Stores, business houses, etc., not in- 

cluding hotels, public baths, and 

restaurants 
Livestock, per head 
Sprinkling per square yard per year 
100 gallons per meter 
Minimum charge per residence 
Minimum charge per business house 

Special Rates 
Swenson Building $10.00 per month 
Grand Hotel 5.00 per month 
Panama Hotel 5.00 per month 

The company’s rules and regulations 
provide that all accounts (except 
meter accounts) are payable in ad- 
vance, and that a special discount of 
10 per cent will be allowed on accounts 
paid on or before ten days after date 
of statement. 

The evidence shows that the charge 
of 10 cents per square yard for sprin- 
kling is applied only to the sprinkling 
of lawns. A rate of 5 cents per 
square yard per year is charged for 
the watering of flowers and gardens. 
The company does not propose to in- 
crease sprinkling rates. 

The company has attempted to use 
meters for measurement of the water 
but has found that the meters become 
fouled and the running parts cease to 
operate, because the water is so heavily 
impregnated with minerals. Conse- 
quently, a flat rate system of billing 
has had to be used. 

The company’s rules and regulations 
provide for a charge of $10 for a con- 
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nection to the mains of the company 
and extending a service to the curb 
box. The company seeks authority 
to increase this charge to $20 in the 
case of a new connection. The evi- 
dence on this point appears to be suf- 
ficient to substantiate the company’s 
claim that $20 is necessary to pay the 
actual costs of running a new service 
and making the necessary connections. 
The brief of the protestants agrees 
that the proposed increase to $20 
could be properly allowed in the light 
of existing conditions. The evidence 
indicates, however, that the company 
has been actually charging $20 for a 
new connection at least for some past 
period even though its rules and reg- 
ulations call for a charge of only $10. 


The Rate Base 
Estimated Original Cost of Property 


Books of account showing a correct 
record of the investment in the plant 
and property of the company were not 
kept during the period from 1916 to 
1934. The company’s accounting wit- 
ness testified that “From 1934 to 
1938 we have good records; however, 
they are not kept in accounting double 
entry bookkeeping style. But in 1938 
the present form of books was estab- 
lished.” The same witness explained 
further that the company “had no 
evidence on which to base those books 
except tax reports and the 
report of the Internal Revenue agent 
in charge, .’ It is apparent 
to the Commission that the lack of 
adequate records and accounts pre- 
cludes the use of the figures which 
the company has shown in its annual 
reports to the Commission in arriv- 
ing at a rate base. Such records as 
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RE PLEASANT GREEN WATER CO. 


the company has do not disclose the 
actual investment in the plant and 
properties devoted to water service. 
Because of the lack of accurate in- 
formation showing the investment in 
plant and property the company em- 


Pipe line system installed previous to 1941 
Pipe line improvements 1941 to date 
Reservoir No. 1, built 1925-26 

Reservoir No. 2, built 1938 

Reservoir No. 3, built 1933 

Well without pumping equipment 

Pump house No. 1 at well 


Pump house No. 2 at Reservoir No. 2 ........ 


Pumping equipment in well 
Inventory of equipment and supplies 


ployed a hydraulic and civil engineer, 
Mr. A. Z. Richards, to make an esti- 
mate of the original cost of the prop- 
erty, and also to present what he con- 
sidered to be the value of the prop- 
erty. Mr. Richards made such an 
estimate, and the results of his study 
are shown on Exhibit 11. This ex- 
hibit was introduced at the first hear- 
ing. The figures shown by Mr. 
Richards as “present value” were ar- 
rived at by depreciating the “original 
cost” figures developed by him. 

The protestants in this matter em- 
ployed Mr. C. J. Ullrich, a civil and 
consulting engineer, to make an in- 
vestigation of the physical assets of 
the company. Mr. Ullrich conferred 
with Mr. Richards and the two en- 
gineers arrived at an agreement as to 
the estimated original cost and the 
1943 depreciated cost or value of the 
physical property of the company oth- 
er than automotive equipment, the 
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superintendent’s house, the office 
building, and real estate. Exhibit 13 
submitted at the Magna hearing con- 
tains the figures to which the two en- 
gineers agreed. The figures as shown 
by Exhibit 13 are as follows: 


Estimated 
Original 
Cost 
$41,132.18 
19,465.52 
5,232.69 
2,925.50 
956.75 
4,749.90 
1,215.00 
1,337.82 
2,043.00 
1,622.59 


Depreciated 
Original 
Cost—1943 
$18,386.90 
19,184.53 
3,810.41 
2,703.54 
853.24 
4,540.94 
1,003.80 
1,158.78 
1,524.45 
1,622.59 


$54,789.18 
490.00 


$55,279.18 


$80,680.95 


$80,680.95 


It was stipulated and agreed by ap- 
plicant and protestants that the figures 
in Exhibit 13 were to supersede the 
figures in witness Richard’s exhibit 
in so far as the specific items and 
values therefor are shown in Exhibit 
13, but that the items on Exhibit 11 
not shown on Exhibit 13 should be 
considered in evidence. 


Both the applicant and the protes- 
tants agreed to accept the figures 
shown on Exhibit 13 for the ~urpose 
for which they were offered; namely, 
an estimate of the original cost and 
the depreciated cost or value in 1943 
of the physical properties except those 
not covered by said Exhibit 13. 


Evidence was offered by John 
Papanikolas, a witness called by the 
protestants, and also by Wilford A. 
Robinson, an engineer employed by 
the Commission, as to the value of 
certain property not covered by Ex- 
hibit 13. The following tabulation 
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shows a comparison of the values testi- 
fied to by these two witnesses on the 
property in question: 


Superintendent’s house and garages 


Real estate on which superintendent’s house and garages are situated .. 


Office building 


Real estate on which office building is situated 


Real estate on which the well is situated 


the company is an amount of $800 
appearing on Exhibit 11 referred to 
above. Considerable testimony was 


Papanikolas Robinson 


$4,500 


Real estate on which reservoirs Nos. 1 and 2 are situated 200 


Real estate on which reservoir Nos. 3 is situated 


Exhibit 11 (witness Richards) 
shows the following property and 
values which are not included in Ex- 
hibit 13: 


Superintendent’s cottage 
Office furniture 


Neither Exhibit 11 nor the testi- 
mony relating to it discloses definitely 
whether or not the item “Superintend- 
ent’s Cottage $4,500” includes the 
real estate on which the cottage is 
situated. It is our assumption, how- 
ever, that it does. The item “Office 
Furniture $4,500” is described in the 
witness’ testimony as “Office and 
Equipment.” Again the record is 
somewhat ambiguous in respect to this 
item, but we must assume that the 
$4,500 includes the office building, the 
real estate on which it is situated and 
the office furniture and fixtures in such 
building. 

The only evidence as to the value 
of the automotive equipment used by 
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$6,200 


$5,485 


given concerning the use to which a 
LaSalle automobile is used in the com- 
pany’s affairs. The automobile in 
question appears to be owned jointly 
by the company and Dr. Henry Raile, 
president of the company. The $800 
valuation placed upon the automotive 
equipment represents the estimated 
value of the equity of Pleasant Green 
Water Company in said automobile 
and also the value of a “jitney” used 
by Mr. Jones, the company’s super- 
intendent. A witness for the company 
stated that the LaSalle automobile has 
been used about 75 per cent of the 
time for company business. 

After full consideration of the evi- 
dence relating to physical properties 
not covered by Exhibit 13, we con- 
clude that the figures offered by the 
witness Robinson covering buildings 
and real estate totaling $6,200 should 
be approved and that the value of 
$800 placed upon automotive equip- 
ment by the witness Richards should 
be accepted. 


We may summarize the figures 
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covered in the foregoing discussion 
as follows: 


Description 


Property included in Exhibit 13 


Superintendent’s house and garages and real estate 


Office building 


Real estate on which the well and reservoirs are situated 


Automotive equipment 


The figures summarized above cov- 
er all property owned and used by 
Pleasant Green Water Company in 
the operation of its water system. 

[1] In our determination of the 
rate base we have not included any 
amount for the water rights separate 
and apart from the value of the land 
on which the wells are located and the 
cost of procuring the water. The 


company contended that over and 
above all costs of developing its wells 


it should be allowed an additional 
amount of approximately $150,000 
for water rights. The evidence in the 
case indicates that there is no shortage 
of underground water in the area 
served by this utility. On the other 
hand it indicates that there is an 
abundance of unappropriated under- 
ground water in that vicinity. There 
was no evidence that the flow of the 
company’s wells has been interfered 
with by the drilling of other wells in 
that vicinity, and the company ap- 
parently has never had to seek to en- 
join others from drilling there. 
Section 100—1-1 of the Utah Code, 
Annotated, 1943, provides that “all 
waters in this state, whether above 
or under the ground are hereby de- 
clared to be the property of the pub- 
lic, subject to all existing rights to the 
use thereof.” Section 100—-1-3 pro- 
vides that “Beneficial use shall be the 
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basis, the measure, and the limit of 
all rights to the use of water in this 
Estimated 
Original 

Cost 
$80,680.95 


Depreciated 
Original 
Cost—1943 


$55,279.18 
4,500.00 
1,500.00 
200.00 
800.00 


$80,680.95 $62,279.18 


state.” In the light of these statutes 
and the evidence in this case we do 
not believe that the company has es- 
tablished that there should be includ- 
ed in the rate base any amount for its 
right to the beneficial use of the water. 
The figures appearing on Exhibit 13, 
prepared by engineers for the company 
and protestants, do include, however, 
as we understand them, all amounts 
expended by the company in develop- 
ing its wells and procuring the water 
which it furnishes to its customers. 


Working Capital 

[2-4] It is generally considered 
proper and appropriate to include an 
amount in the rate base of a public 
utility for working capital. The 
amount of the working capital allow- 
ance should be sufficient to enable a 
company to meet its current expenses 
until such time as current collections 
from its customers are sufficient to 
provide for these purposes, and also 
to provide an amount for materials 
and supplies sufficient for normal 
operations of the company. The 
working capital allowance, therefore, 
normally consists of a cash allowance 
and a materials and supplies inventory 
allowance. 

In the foregoing discussion of the 
estimated original cost of the prop- 
erty of the company the amount of 
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$1,622.59 is included for inventory of 
equipment and supplies. This is the 
only figure available in the record re- 
lating to materials and supplies. The 
procedure is followed frequently of 
taking the monthly balances in a com- 
pany’s inventory account and arriv- 
ing at a monthly average as an allow- 
ance for materials and supplies. In 
the instant case the latter-mentioned 
procedure cannot be followed due to 
the absence of such figures. In view 
of our findings above relating to in- 
ventory of equipment and supplies no 
further allowance need be made in 
working capital for this element. 
Pleasant Green Water Company 
bills its customers in advance for wa- 
ter service. There is ample authority 


from other jurisdictions to sustain the 
view that under circumstances where 
a utility bills and collects its revenues 


in advance of the rendition of the serv- 
ice no allowance is necessary for cash 
working capital We will resolve 
any doubts in this respect in the com- 
pany’s favor, however, and make an 
allowance for cash working capital. 
We believe one month’s average 
operating expenses, exclusive of de- 
preciation and taxes, is adequate. 
Based upon the average operating ex- 
penses for the 5-year period, 1939 to 
1943, exclusive, one month’s cash 
working capital allowance is $896.64. 
We will allow, therefore, $900 for 
cash working capital. 

It should be pointed out that a non- 
cash item such as depreciation ex- 
pense need not be considered in deter- 
mining cash working capital inasmuch 
as no outlay of cash is made in ac- 
cruing depreciation expense. Like- 
wise, tax accruals for the most part 
represent expenses which are not paid 
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until a later date, frequently one year 
after they are accrued. No allowance 
is necessary, therefore, in cash work- 
ing capital for accrued taxes. 


Rate of Return 


[5] The Supreme Court of the 
United States in Bluefield Water 
Works & Improv. Co. v. West Vir- 
ginia Pub. Service Commission, 262 
US 679, 67 L ed 1176, PUR1923D 
11, 20, 21, 43 S Ct 675, has stated the 
underlying factors which should be 
considered in determining a fair rate 
of return: for a public utility. The 
court stated: ‘What annual rate will 
constitute just compensation depends 
upon many circumstances and must be 
determined by the exercise of a fair 
and enlightened judgment, having re- 
gard to all relevant facts. A public 
utility is entitled to such rates as will 
permit it to earn a return on the value 
of the property which it employs for 
the convenience of the public equal 
to that generally being made at the 
same time and in the same general 
part of the country on invesments in 
other business undertakings which are 
attended by corresponding risks and 
uncertainties; but it has no constitu- 
tional right to profits such as are 
realized or anticipated in highly profit- 
able enterprises or speculative ‘ ven- 
tures. The return should be reason- 
ably sufficient to assure confidence in 
the financial soundness of the utility 
and should be adequate, under effi- 
cient and economical management, to 
maintain and support its credit and 
enable it to raise the money necessary 
for the proper discharge of its pub- 
lic duties.” 

The company’s accounting witness 
asserted: “We feel that a just re- 
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turn on the investment in this com- 
pany is 8 per cent. We feel that 8 
per cent is the minimum, in view of 
the fact that our revenue curve has 
fluctuated from in the neighborhood 
of $8,500 up to as much as $15,000.” 

After full consideration of all rele- 
vant matters pertaining to the ques- 
tion of rate of return of this com- 
pany we have concluded to allow in- 
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D creases in rates, which, on the rate 
he base determined herein, and after al- 
be lowing all reasonable and necessary 
te operating deductions, will produce a 
1e rate of return of 7 per cent. This 
il] rate, we believe, is very generous to 
Is the company. 

: Operating Revenues and Operating 
. Deductions 

ic The applicant submitted a tabula- 
ll tion showing a comparative income 
e statement of Pleasant Green Water 





Company for the period 1925 to 1942, 
inclusive. A separate statement was 
submitted showing the company’s in- 
come statement for the year 1943. 
The company’s annual reports to the 
Commission also were admitted in evi- 
dence. 

There is included as a part of this 
report, marked Appendix “A” [Ap- 
pendix “A” omitted herein], a com- 
parative income statement of Pleas- 
ant Green Water Company covering 
the 5-year period 1939 to 1943, in- 
clusive. The figures contained in this 
statement were taken from the annual 
reports of the company on file with 
this Commission without any adjust- 
ments. 
















Operating Revenues 
[6] The only source of operating 
revenues of this company is from the 
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sale of water for culinary and other 
purposes. In 1925 total operating 
revenues were $12,758.02, while in 
1943 they were $15,860.11. The 
year 1932 produced the lowest rev- 
enues of any year during the period 
1925 to 1943, namely $8,754.08 while 
the year 1942 with $16,331.13 was 
the highest. The company has kept 
its records on a cash basis which 
means that the revenues shown for a 
given year constitute the actual cash 
received and not the amount due the 
company for the service rendered dur- 
ing such year. 

By reason of the fact that the com- 
pany’s operating revenues are stated 
on a cash basis the company made 
the claim that its revenues are not 
entirely accurate. It is claimed that 
during the year 1942, as a result of a 
strenuous collection campaign, ap- 
proximately $1,700 was collected on 
back accounts which amount was 
credited to 1942 revenues. The com- 
pany’s accounting witness asserted, 
therefore, that it would be necessary 
to make a downward adjustment of 
$1,700 in the 1942 revenues to arrive 
at a correct revenue figure for that 
year. The theory thus advanced is 
not complete. If the 1942 revenues 
were reduced by the $1,700 in ques- 
tion, then, in that event, the revenues 
should be increased by an amount ref - 
resenting the revenues earned during 
the year but not actually collectea. 
We then would have revenues stated 
on an accrual basis which basis the 
Commission believes is the more ap- 
propriate for a public utility. In the 
absence of the necessary information 
to restate the accounts of the com- 
pany on an accrual basis it follows 
that we must rely on the figures on a 
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cash basis without any adjustment 
such as proposed by the company. It 
can be seen readily that to reduce 
revenues for a given year for amounts 
collected on prior years’ bills without 
an adjustment upward to reflect un- 
collected revenues during the year in 
which they were earned would result 
in a totally unreliable and unusable 
figure. 

The company has alleged that its 
operating revenues are subject to vio- 
lent fluctuations, and in this connec- 
tion if points out that its revenues 
fluctuate almost in direct proportion 
to the price of copper, the reason for 
this apparently being that the major- 
ity of its customers are dependent up- 
on the operations of the copper mills 
and smelters in and near Magna, 
Utah. The company’s figures indi- 
cate, however, that since the low point 
(1932), revenues quite generally have 
shown a consistent increase year by 
year. During the period 1939 to 
1943, the revenues have not varied 
greatly as shown by the following 
tabulation : 


Year Amount 

BBA cplercie sda care'serha cal weleee $14,132.97 
AG ea Sct a aS alanek tatoo woes 15,161.54 
POE BENS oh case tesa teu wcereeeieb cle 15,131.60 
PPE ia ike ebetnls cebteeencastanh ose 16,331.13 
DBD 45:5 slcloibadie sath 'o bib bea bargialoeemie’ 15,860.11 


Operating Expenses 

[7] The company’s operating ex- 
penses during the 9-year period 1934 
to 1942, inclusive, were considerably 
higher than during the 9-year period 
1925 to 1933, inclusive. Increased 
costs occurred particularly in operat- 
ing salaries and in administrative 
salaries. The cost of electric power 
used for operating the pumps shows 
a decline each year from the year 1933 
55 PUR(NS) 
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to 1937. Subsequent to 1937 there 
was a moderate increase to the year 
1939 at which point it more or less 
levels off to 1941. The year 1942 
shows a drop again while in the year 
1943 this item of expense shows an 
increase. The cost of electric power 
in 1943 constituted about 12 per cent 
of total operating revenues for the 
year. 

Administrative salaries and direc- 
tors’ fees during the period 1925 to 
1933, inclusive, constituted a very 
small part of the operating expenses 
of the company. Commencing with 
the year 1936, these salaries and fees 
have constituted a substantial part of 
the operating expenses of the com- 
pany. 

The following tabulation from Ex- 
hibit 17 shows the amounts paid dur- 
ing the years 1934 to 1943 for man- 
agement and directors’ fees. The last 
column shows the percentage such 
payments bear to total operating rev- 
enues for each of the years: 


Management % of Total 
and Operating 
Year Directors’ Fees Revenues 
POSE citvwione ce aries $1,750 16.59 
TOSS? ccinivenehecoues 1,895 127 
ISGGY aicink seaiicsecees 4,705 38.86 
BOOP Cs pica yaa nceiets 3,560 27.41 
JO ers Soyer re 3,560 30.01 
NOS. caceun le awaeete 4,450 31.49 
BIO ec woes oe 5 Sees 4,200 27.70 
NORE cisvcable ShGiee ses 4,900 32.38 
ORS oe reise oe saik 5,000 30.62 
TONG Soi a eaaus Cots 5,100 32.16 


There is considerable testimony in 
the record as to the duties and work 
performed by the directors and officers 
of the company. The testimony in 
this respect falls far short of justify- 
ing the salaries paid to officers of the 
company. After a careful considera- 
tion of the amounts paid for manage- 
ment and directors’ fees in relation 
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to the services rendered for such com- 
pensation the Commission is of the 
opinion that the company’s operating 
expenses are overburdened with 
charges of this nature. The amounts 
so paid for salaries and directors’ fees 
in our opinion have been excessive 
and must be adjusted by us in pursu- 
ing our inquiry as to the reasonable- 
ness and justness of present rates as 














eCc- well as the reasonableness and just- 
to ness of the increases sought. 

Ty In 1943 total salaries paid amount- 
es ed to $9,386.10, which figure is 73 
th per cent of the total operating ex- 
es penses for the year. Included in this 
of figure is $2,600 paid to directors, 





and $2,500 paid to the president of 
the company. Included in the $2,600 
is $520 paid the company president 
for services as a director. The presi- 
dent, therefore, received a total of 
$3,020. It appears from the record 
that the company’s five directors con- 
stitute a “board of managers,” and 
each director receives $520 a year 
in this capacity. 

It appears to the Commission that 
the company’s inability to pay divi- 
dends during 1942 and 1943 has been 
due at least in part to excess amounts 
paid the “board of managers.” 

It is customary of course for a 
board of directors to meet in regularly 
scheduled meetings and to receive a 
specified fee for attendance at such 
meetings. It appears to the Commis- 
sion that, if the board of directors of 
a company such as Pleasant Green 
Water Company should meet quarter- 
ly and receive a fee of $10 per director 
per meeting, such an allowance would 
be entirely adequate. The total an- 
nual directors’ fees on this basis would 


be $209. 
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The company does not have suff- 
cient business to employ a full-time 
bookkeeper or accountant, and we be- 
lieve that on a part-time basis ade- 
quate bookkeeping and accounting 
service can be secured for $50 a month 
or $600 a year. Likewise, we feel 
that an allowance of $37.50 per month 
for the secretary and treasurer of the 
company is sufficient. 

The president of Pleasant Green 
Water Company is a physician and 
surgeon devoting his full time to the 
practice of his profession. If the busi- 
ness of the company required, and the 
company’s president was devoting the 
major part of his time and attention 
to the actual management of this com- 
pany, the Commission would not be 
inclined to scrutinize so closely the 
amounts paid to him. It is a matter 
of record, however, that the company 
employs a superintendent on a full- 
time basis, who resides in Magna and 
who actually manages the property, 
attends to the maintenance, renders 
the bills, collects the accounts, banks 
the money, and prepares monthly 
statements of income and disburse- 
ments for submission to the president 
and secretary-treasurer of the com- 
pany. The wife of the superintendent 
also is employed to assist in this con- 
nection. It appears to the Commis- 
sion, therefore, that the president of 
the company has but little to do in 
the actual management and operation 
of the company and that an allowance 
of $50 per month or $600 per year 
is adequate. 

For the purpose of determining to 
what extent, if any, the rates of Plea- 
sant Green Water Company should 
be increased, the Commission will in- 
clude, therefore, a total of $1,850 in 
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operating expenses for directors’ fees, 
general officers’ salaries, and for ac- 
counting service. 

The annual operating expenses, 
based on a 5-year average, 1939 to 


1943, after the above adjustment will 
be $7,880. 


Depreciation 

The present management of Pleas- 
ant Green Water Company assumed 
the direction and control of the af- 
fairs of the company in 1934. Dur- 
ing the period from 1916 through 
1933, the then manager appears to 
have followed a very loose and unsatis- 
factory policy in respect to the treat- 
ment of depreciation accruals. The 
depreciation accrual for the year 
1922 was $3,000 and in 1925 the 
figure had been increased to $7,000. 
During each of the years 1926 to 
1932, inclusive, the annual accrual 
was approximately $4,700. These 
accruals were at a rate of approxi- 
mately 10 per cent of the figure at 
which the investment in plant was 
carried on the records of the company. 


An examination of the company’s 
records was made during the year 
1934 by an internal revenue agent. 
The agent making this examination 
determined that the depreciation ac- 
cruals previously made by the com- 
pany were excessive, and a tax de- 
ficiency was assessed against the com- 
pany on the basis of the examination. 
The internal revenue agent also made 
a determination of the basis upon 
which future annual accruals should 
be made for income tax purposes. 
The annual accrual for the year 1934 
as made by the company amounts to 
$800.85 compared with the year 1932 
when the accrual was $4,729.90. It 
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appears that since the examination and 
the submission of a report by the 
internal revenue agent, that the com- 
pany has predicated its annual ac- 
cruals for depreciation on the basis 
outlined by such agent. 


As noted above, the company made 
a considerable new investment in the 
plant during the years 1941, 1942, 
and 1943. Consequently, the annual 
accruals for depreciation have been 
larger in these years due to the in- 
creased investment. The following 
figures show the annual accruals for 
depreciation for each of the years 
1939 to 1943 inclusive: 


Year Amount 
PPI ooh bveniee shined eae onee ene $721.00 
IAD, (oie necee bowie ers One eaeweueeeonnes 994.00 
MOB sag sin pince’p ninco sia sales ele le nie 1,231.00 
MRE Ss coicversin bine 20a oso wi Sea a CIS 1,942.00 
DIAS 555s iSin os clos scidcletintigeewstee 1,988.00 


[8] It appears from the testimony 
that the annual depreciation accruals 
during the past several years have 
been based upon a straight-line depre- 
ciation method. In order to test the 
reasonableness of rates charged by a 
public utility it is necessary to arrive 
at an annual allowance for deprecia- 
tion to be included as part of the 
operating deductions in the test period. 

The best information in the record 
from which such a determination can 
be made is contained in the working 
sheets of Mr. Richards and Mr. 
Ullrich. These working sheets con- 
tain the underlying data from which 
Exhibit 13 was prepared showing the 
original cost and depreciated cost or 
value of the company’s plant. The 
working sheets in question contain 
considerable detail as to the descrip- 
tion of the various parts of the prop- 
erty, the year in which different units 











































were built or installed, and the esti- 
mate of the depreciation at the time 
the estimate was made (August, 
1943). Using the information con- 
tained in Exhibit 15 we have made a 
calculation of an annual accrual for 
depreciation for this company. <A 
summary of this computation is shown 
in Appendix “B” attached to this re- 
port. [Appendix “B” omitted here- 
in. | 

To illustrate the method used in de- 
termining the annual accrual let us 
take one specific item of property. 
Exhibit 15 shows that in 1916 cer- 
tain pipe was laid on which the origi- 
nal cost was determined to be $7,- 
848.29. In 1943 this pipe would be 
twenty-seven years old. The en- 
gineers estimated that the pipe had 
depreciated 67 per cent. Therefore, 
if 67 per cent represents twenty-seven 
years’ life on a straight-line basis, 
then 100 per cent would equal forty 
years, indicating that the estimate of 
depreciation was calculated on a life 
of forty years. A 40-year life on a 
straight-line basis requires an annual 
depreciation accrual of 24 per cent. 
The application of a 23 per cent factor 
to the original cost of this pipe pro- 
duces an annual accrual of $196.21. 

The total annual accrual for depre- 
ciation as computed by us is $1,808.70, 
which figure is somewhat lower than 
the $1,988 accrued by the company 
in 1943. We believe, however, that 


our determination in this respect is 
fair and equitable both to the com- 
pany and to its customers, and we 
therefore adopt the figure of $1,808.70 
as the annual depreciation accrual to 
be used in our calculation as to the 
reasonableness of the company’s rates. 
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Taxes 

[9, 10] The tax burden of Pleas- 
an Green Water Company has con- 
sistently increased during the five 
years 1939 through 1943. We be- 
lieve it only fair to the company to 
allow in our computations the actual 
1943 taxes as- reported, other than 
Federal income tax, and to compute 
what the Federal income tax will be 
under the increased earnings resulting 
from the higher rates for water serv- 
ice to be allowed. 

Under the current Federal corpora- 
tion income tax law the normal tax 
rate is 15 per cent of normal-tax net 
incomes not in excess of $5,000 and 
17 per cent of normal-tax net in- 
comes of more than $5,000 but not 
in excess of $20,000. The surtax 
rate is 10 per cent of surtax net in- 
comes not in excess of $25,000. The 
taxable income of Pleasant Green 
Water Company is at present, and will 
be under the increased water rates to 
be allowed by us, within. the limits of 
these tax rates. 

The company is not subject to the 
corporation excess profits tax. 


Summary of Operating Revenues and 

Expenses 

The Commission finds that the fol- 
lowing amounts represent the operat- 
ing revenues and the reasonable and 
necessary operating costs of the com- 
pany for one year based on a 5-year 
average covering the years 1939 to 
1943: 








Operating revenues ......ccccccccese $15,323 
Operating expenses .....ccccescccees 7,880 
Depreciation expense ..........se00. 1,809 
Taxes (except Federal income) ..... 1,239 
Pederal- mcome t8%) ..ii.. ccc cscces 1,499 
Total Operating: Costs... cciccceee sc $12,427 
Net operating income ............-. $2,896 
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The allowance for Federal income 
tax, as explained heretofore, is an 
amount calculated on the basis of the 
increased revenues allowed below. 





Capital Stock 
No. Shares 

Year Outstanding Par Value 
ROD mera sesen co eeve ds 25,000 $25,000 
BG) 65s het i'n, c ctesaews 5% 25,000 25,000 
BBs Svs 1510s Coa e's ee 25,000 25,000 
BIER sien sais iv'ein bicGiecs's 25,000 25,000 
| 5) Dag Shae Scott AP 25,000 25,000 
ILE Ts ere ea ene en 25,000 25,000 
WAG oss Cece ta ecgw es we 25,000 25,000 
BM oo eae Savieciceaee 25,000 25,000 
BES ON siiavesseiee vias Sie iis 25,000 25,000 
9: 25,000 
k 25,000 
25,000 
5,000 25,000 
f i 25,000 
PINE Posie cine o'sisie sors 25,000 25,000 
MOAR. cc ac tec oeseaess 25,000 25,000 
WN Scat aatoas vases 50,000 50,000 
We. SG ites Saneeeesn are 50,000 50,000 
WS: Si casita ew ace ace 50,000 50,000 


MeOtak PANTIGUEE ic sss, ole sais Boe mowiee bs aro 


Reasonable Cost of Service and Rate 
Increases Required 


The total cost of service to the 
company’s customers is found by add- 
ing the fair and reasonable allowance 
for return to the actual and necessary 
costs of operation. The fair return 
on the rate base of $63,179 at 7 per 
cent is $4,423. The total cost of 
service, therefore, is as follows: 





Total operating costs: ......ccccceces $12,427 
ORE REINS © ites 5 ahs hie btw aa bseb oho 4,4 
TOtelsCORt OF SERVICE 6. eck scccwicec es $16,850 


The required increase in revenues 
to produce the fair return is as fol- 
lows: 


DORAL GOST DE SOTGICE 6 6 oo ks cwecicesos $16,850 
Average operating revenues 1939- 
BO Natn a cerKds scaneteserers 15,323 
$1,527 
Dividend Record of Company 
The following tabulation shows the 





Required increase in revenue ........ 


dividends paid by Pleasant Green Wa- 
ter Company on its common capital 
stock during the years 1925 to 1943, 
inclusive : 





Amount Dividend Rate on 

Realized from Realized Dividend 
Stock Sold Value Amount 
$25,000 12% $3,000.00 
25,000 13% 3,250.00 
25,000 12% 3,000.00 
25,000 13% 3,250.00 
25,000 16% 4,000.00 
25,000 15% 3,750.00 
25,000 12% 3,000.00 
25,000 10% 2,500.00 
25,000 15.36% 3,840.18 
25,000 5% 1,250.00 
25,000 2% 500.00 
25,000 8% 2,000.00 
25,000 8% 2,000.00 
25,000 8% 2,000.00 
25,000 8% 2,000.00 
25,000 8% 2,000.00 
37,500 23% 1,000.00 

37,500 None 

37,500 None 
Wginie och Biaiate' ois 0s Sawa ee eawenmeces $42,340.18 


Accounting Records of Company 


[11] We have indicated above that 
a lack of proper accounting records 
has precluded us from considering the 
company’s reported investment in 
plant in our determination of a rate 
base. The evidence in the case now 
before us seems quite conclusive that 
even at the present time, the company 
does not keep a satisfactory set of ac- 
counting records. It appears that the 
records kept consist principally of a 
cash book and a customers’ ledger. 

Compliance with the requirements 
of the Uniform Classification of Ac- 
counts for Water Utilities prescribed 
by this Commission necessitates the 
keeping of a general ledger, a general 
journal, and such auxiliary records 
as may be necessary, in addition to a 
customers’ ledger and a cash book. 

The company should take steps to 
install an adequate accounting sys- 
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tem in conformity with our accounting 


requirements. A satisfactory system 
need not be complex or elaborate but 
merely sufficient to record correctly 
the financial transactions of the com- 
pany. 

Upon consideration of the entire 
record in this matter and based upon 
the foregoing report, the Commission 
finds and concludes: 

1. That the estimated original cost, 
less estimated depreciation, of the 
plant of Pleasant Green Water Com- 
pany devoted to public service is $62,- 
279 as of August, 1943. This figure 
includes $1,622.59 inventory of mate- 
rial and supplies. 

2. That no allowance should be in- 
cluded in the rate base of this com- 
pany for water rights. 

3. That the sum of $900 is an ade- 
quate and sufficient allowance for cash 
working capital over and above the 
allowance of $1,622.59 for material 
and supplies. 

4. That the sum of $63,179 rep- 
resents a just and proper rate base. 


5. That the average annual operat- 
ing revenues of the company for the 
5-year period 1939 to 1943 were $15,- 
323. 

6. That the average annual reason- 
able and necessary operating expenses 
(exclusive of depreciation and taxes) 
of the company for the 5-year period 
1939 to 1943 were $7,880. 

7. That a fair and reasonable an- 
nual allowance for depreciation ex- 
pense is $1,809 computed on a straight- 
line basis. 

8. That the annual tax burden, ex- 
cept Federal income tax, is $1,239, 


RE PLEASANT GREEN WATER CO. 


such amount being the actual 1943 
taxes of the company. 

9. That the Federal normal and 
surtax computed on taxable earnings 
after the increases in rates allowed 
below are taken into account will be 
$1,499. 

10. That a fair and reasonable rate 
of return for the company on the rate 
base found is 7 per cent per annum. 

11. That the gross revenues for 
1940—$15,161.54—closely approxi- 
mate the average gross revenues for 
the 5-year period 1939-1943, which 
average is $15,323. 

12. That the company’s rates should 
be changed to reflect an increase in 
rates which, when applied to the 1940 
volume of sales, will amount to $1,- 
527 annually. 

13. That when the company’s rates 
are so increased they will be just and 
reasonable. 

14. That the company should be 
permitted to increase the charge for a 
new connection to $20. 

15. That the company should be 
permitted to adjust its books of ac- 
count to reflect the estimated original 
cost of plant as determined above, and 
also to adjust its depreciation reserve 
to reflect the difference between the 
estimated original cost and the 1943 
depreciated value as found above. 

16. That the company should con- 
form its accounting records to the re- 
quirements of the Uniform Classifica- 
tion of Accounts for Water Utilities 
prescribed by this Commission. 

An order in conformity with the 
foregoing report, findings, and con- 
clusions will follow. [Order omit- 
ted. ] 





[8] 


113 55 PUR(NS) 


WASHINGTON DEPARTMENT OF PUBLIC SERVICE 


WASHINGTON DEPARTMENT OF PUBLIC SERVICE 


Re Dan Nickerson 


Order M. V. No. 40921, Hearing No. 3236 
July 3, 1944 


PPLICATION for common motor carrier permit authorizing 
L \ intrastate, irregular route, nonradial service as a carrier 
of specified goods; granted in part. 


Certificates of convenience and necessity, § 85— Grounds for denial — Previous 
illegal operation. 


1. The Commission is not mandatorily required to deny an application for 
a motor carrier permit because the applicant may have been guilty of oper- 
ating without a permit for a period of time over ten years prior to the 
present application, p. 116. 


Certificates of convenience and necessity, § 84 — Grounds for denial — Previous 
unlawful activities. 
2. That an applicant for a motor carrier permit made improper charges for 
transportation services in the past does not constitute a statutory bar to 
the granting of additional permit rights, where the penalty which was as- 
sessed by the Commission on account of such violation was fully remitted 
in the Commission’s subsequent order, p. 116. 


Certificates of convenience and necessity, § 79 — Grounds for denial — Previous 
unlawful operation. 

3. An applicant for a motor carrier permit was found not to be capable of 
performing the extensive service applied for in accordance with the rules 
and regulations governing motor freight carriers, where in the past he had 
frequently disregarded departmental rules and regulations, although the 
application was granted in part to give the applicant an opportunity to show 
his willingness to comply with the law and Commission rules and regula- 
tions, p. 116. 


¥ 


APPEARANCES: Dan Nickerson common carrier permit authorizing 


(by self), Outlook, for the applicant ; 
Department of Public Service, by 
Hugh A. Dressel, Assistant Attorney 
General, Olympia, for the protestant. 


By the DEPARTMENT: This mat- 
ter came before the Department upon 
the application of Dan Nickerson, Out- 
look, Washington (hereinafter re- 
ferred to as “applicant”) for a 
55 PUR(NS) 


intrastate, irregular route, nonradial 
service as a carrier of unmanufac- 
tured or unprocessed agricultural 
commodities from farms to markets 
for distances of not to exceed 50 
miles in eastern Washington; house- 
hold goods; fuel wood and coal; 
livestock; building materials consist- 
ing of brick, cement, lath, lumber, 
building paper, pipe, clay or concrete, 
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plasterboard, plywood, shingles, and 
composition roofing in eastern Wash- 
ington; farm machinery; farm sup- 
plies warehouses to farms in Yakima 
and Benton counties. 

The application was protested by the 
Department on its own motion and a 
hearing was accordingly held in 
Yakima, Washington, on May 25, 
1944, before George H. Hart, ex- 
aminer; E. E. Stoddard, reporter. 
Based upon the evidence developed 
at the hearing, the Department makes 
and enters its findings of fact, opinion 
and order: 


Findings of Fact and Opinion 


A hearing on the instant applica- 
tion was set on the Department’s own 
motion in order that consideration 
could be given to evidence of irreg- 
ularities and violations committed by 
applicant in connection with past 
operations under permits issued to him 
by the Department. 

From the Department’s records 
which were presented at the hearing 
and of which official notice has been 
taken, it appears that on June 10, 
1935, the Department in its Order 
M. V. No. 19538 canceled the common 
carrier permit previously held by the 
applicant because of his failure to file 
a gross revenue report and pay gross 
revenue tees in connection therewith 
for the quarter ending March 31, 
1935. Applicant subsequently filed 
an application for a new common 
carrier permit. In its Order M. V. 
No. 22228 of October 31, 1935, the 
Department cited the applicant to 
show cause why such application 
should not be dismissed for failure on 
his part to file liability and property 
damage \insurance covering the equip- 
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ment to be operated under the re- 
quested permit. However, applicant 
apparently filed insurance on his equip- 
ment since a new permit was subse- 
quently issued to him by the Depart- 
ment. On a number of occasions fol- 
lowing, applicant was cited by depart- 
mental order to show cause why his 
common carrier permit should not be 
canceled for failure on his part to file 
gross revenue reports and pay rev- 
enue fees in connection therewith for 
the quarters ending June 30, 1936, 
September 30, 1936, March 31, 1937, 
June 30, 1937 and September 30, 
1937. (See Orders M. V. No. 24480, 
24806, 25159, 25646 and 27304.) 
By Order M. V. No. 36365 of Novem- 
ber 10, 1941, applicant was assessed 
a monetary penalty of $3,400 and his 
permit was suspended for a period of 
fifteen days as a result of findings 
by the Department, after hearing, that 
applicant had assessed and collected 
improper rates on a number of ship- 
ments transported by him between 
September 8, 1940, and May 1, 1941. 
In its Order 36774 of January 23, 
1942, applicant’s common carrier per- 
mit was canceled for failure on his part 
to maintain liability and property dam- 
age insurance in force on his common 
carrier equipment as required by law. 
Following the Department’s order of 
January 23, 1942, canceling applicant’s 
previous permit the Department by 
its Order M. V. 37096 of March 30, 
1942, remitted all penalties assessed 
by the Department in its order of 
November 10, 1941. 

On February 27, 1940, and again 
on October 7, October 18 and October 
22, 1940, applicant was issued ‘“‘warn- 
ing tickets” by field agents for the 
Department for operating equipment 
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in the transportation of property for 
compensation over the highways of the 
state without having obtained common 
carrier identification plates for such 
equipment as required by law. A 
similar warning ticket was served up- 
on applicant on May 13, 1941. 

In addition to the departmental rec- 
ords above referred to there was also 
introduced in evidence a certified copy 
of the transcript of judgment entered 
in the justice court of Yakima on 
June 7, 1934, which judgment de- 
clared the applicant guilty of operat- 
ing a truck for hire without a permit. 
The court in the proceedings referred 
to imposed a fine upon applicant for 
this violation. 

Under the Motor Truck Act of this 
state (Chap 184, Laws of 1935, as 
amended), no permit is to be granted 
if the applicant is not capable of con- 
ducting the transportation service ap- 
plied for in conformity with the law 
and the rules and regulations of the 
Department, or if the applicant fails 
or has failed to comply with the laws 
of the state of Washington. 

[1, 2] Whether or not applicant’s 
previous difficulties and offenses con- 
stitute such violations as require the 
Department as a matter of law to deny 
the instant application in its entirety, 
is not established to our entire satis- 
faction. In our opinion the only ac- 
tual violations committed by applicant 
which can be considered within the 
purview of the language of the stat- 
ute is the one occurring in 1934, and 
the one which was adjudicated by the 
Department in its order of November 
10, 1941. In our opinion it is not 
mandatorily required that the Depart- 
ment deny an application for permit 
because the applicant may have been 


guilty of operating without a permit 
for a period of time over ten years 
ago. Nor do we feel that applicant’s 
assessment and collection of improper 
charges for transportation services in 
1941 constitute a statutory bar to the 
granting of additional permit rights 
since the penalty which was assessed 
by the Department on account of such 
violation was fully remitted in the 
Department’s subsequent order. None 
of the other records of the Depart- 
ment heretofore referred to establish 
that the applicant has been guilty of 
any violations of law. The warning 
tickets which were issued by the De- 
partment’s field agents, while indicat- 
ing that applicant has been a possible 
constant source of difficulty to the 
enforcement section, do not constitute 
evidence of violations within the mean- 
ing of § 5 of the Truck Act. 

[3] While the Department is there- 
fore of the opinion that there is in- 
adequate evidence to show that appli- 
cant has been in continuous or regu- 
lar violation of the Department’s rules 
and regulations or of the law of the 
state, we are satisfied that applicant’s 
disregard of departmental rules and 
regulations in his previous operations 
show him to be incapable of perform- 
ing the requested transportation serv- 
ice in conformity with the applicable 
laws and regulations. We therefore 
specifically find that with the excep- 
tion hereinafter noted, applicant is 
not capable of performing the exten- 
sive service applied for in accordance 
with the rules and regulations govern- 
ing motor freight carriers. 

Section 3(e) of Chap 184, Laws 
of 1935, as amended, specifically ex- 
empts from the provisions of such act 
motor vehicles owned and operated by 
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farmers in the transportation of their 
own agricultural products from points 
of production to market, or in the in- 
frequent or seasonal transportation by 
one farmer for another in his imme- 
diate neighborhood of such agricul- 
tural commodities, or of supplies or 
commodities to be used on the farm, 
orchard, or dairy. By reason of this 
express statutory exemption, even 
though the instant application were 
denied in its entirety applicant would 
be able to transport agricultural com- 
modities and farm and orchard sup- 
plies to the extent authorized under 
§ 3(e) without obtaining a permit 
from this Department. 

However, if the instant application 
were denied in its entirety and appli- 
cant is limited only to the furnishing 
of transportation service declared to 
be exempt under § 3(e) of the act, 
and thus be completely free from reg- 
ulation or supervision by this De- 
partment, there would be no effective 
way for the applicant hereafter to 
demonstrate his willingness to comply 
with the law and the rules and regula- 
tions governing motor freight car- 
riers. It is thus conceivable that ap- 
plicant might be forever precluded 
from demonstrating that he is capable 
of operating as a common carrier in 
accordance with the law and the rules 
and regulations governing motor 
freight carriers in general. There- 
fore, in order that applicant may have 
an opportunity hereafter to demon- 
strate to the Department that he is 
willing to comply with the rules and 
regulations and that he is capable of 
performing transportation service as 
a common carrier in conformity with 
such applicable laws and regulations, 
the Department feels justified in ex- 
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ercising its discretion to the extent 
of issuing permit rights to the appli- 
cant covering transportation of un- 
manufactured or unprocessed agricul- 
tural commodities from farms to mar- 
kets for distances of not to exceed 
50 miles in eastern Washington, and 
return of farm supplies from ware- 
houses to farms in Yakima and Ben- 
ton counties. Even under such a limit- 
ed common carrier permit the Depart- 
ment will be able to determine how 
well applicant conforms his operations 
to the requirement of the law and the 
regulations. Should he fail to per- 
form the authorized service in con- 
formity with the applicable laws and 
regulations appropriate procedure is 
provided in the Motor Truck Act 
whereby action can be taken toward 
cancellation of his permit. 

Applicant has a 1942 Dodge flat- 
bed truck which is in good mechanical 
condition. His property and assets 
are worth approximately $4,750, and 
he has a total net worth of approxi- 
mately $4,000. The Department 
therefore finds that the applicant is 
financially able and properly and ade- 
quately equipped to perform the serv- 
ice to the limited extent heretofore 
noted. There is no evidence to show 
that such service will result in conges- 
tion of the highways or impair the 
stability and dependability of existing 
service. 


ORDER 


Wherefore, it is ordered that ap- 
plication (P-13899) of Dan Nickerson 
be, and it is hereby, granted in part 
only, and that a common carrier per- 
mit be issued to said applicant author- 
izing the following service: Intra- 
state, irregular route, nonradial serv- 
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ice as a carrier of unmanufactured or 
unprocessed agricultural commodities 
(except milk and cream) from farms 
to market for distances of not to ex- 


ceed 50 miles in eastern Washington 
and return of farm supplies from 
warehouses to farms in Benton and 
Yakima counties. 
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Re L. Romano Operating As L. 


Romano Engineering Company 


Order M. V. No. 40812, Hearing No. 3224 
June 12, 1944 


PPLICATION for authority to conduct dump truck operations 
d \ as common carrier in addition to extsting private carrier 
transportation service; temporary authority granted. 


Public utilities, § 130 — Combined public and private operation — Motor carrier 


service — War emergency. 


Common carrier rights were granted to an applicant conducting other trans- 
portation service in the capacity of a private carrier, in view of the wartime 
need for the proposed service, but the authority was limited to the duration 
of the war and six months thereafter. 


¥ 


By the DEPARTMENT: This matter 
came on regularly for hearing at 
Seattle, Washington, on the 19th day 
of May, 1944, pursuant to notice duly 
given, before George H. Hart, Ex- 
aminer; E. E. Stoddard, Reporter. 

The parties were represented as fol- 
lows: Applicant, L. Romano, by T. 
U. Fowler, Seattle; Protestant, W. 
J. Francisco, by Thomas A. Williams, 
Attorney, Seattle. 


History of Proceeding 


On April 11, 1944, L. Romano, 
operating as L. Romano Engineering 
Company, 411 Arctic Building, Seat- 
tle 4, Washington (hereinafter re- 
ferred to as “Applicant”’), filed an ap- 


plication with the Department of Pub- 
lic Service of Washington (herein- 
after referred to as “Department”’), 
under the provisions of Chap 184 of 
the Laws of 1935, as amended, for an 
extension under his Common Carrier 
Permit No. 8349 to authorize the 
additional right to engage in dump 
truck operations in the state of Wash- 
ington, including local cartage in the 
cities of Seattle and Tacoma, and ex- 
cluding local cartage in the city of 
Spokane. The application was pro- 
tested by W. J. Francisco, a dump 
truck operator, and the matter was set 
for hearing which came on as sched- 
uled. Witnesses were sworn and ex- 
amined; one exhibit was introduced 
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and the Department having considered 
the evidence makes and enters its find- 
ings of fact, opinion, and order. 


Findings of Fact 


L. Romano, applicant herein, is the 
owner of the L. Romano Engineering 
Company which concern for the past 
several years has been, and is at the 
present time, engaged in the general 
construction business in the city of 
Seattle. In connection with his con- 
struction and general contracting 
work, applicant operates his own dump 
truck equipment in the hauling of con- 
tractors’ supplies and machinery and 
in the transportation of sand, gravel, 
crushed rock,.and other materials used 
in general construction work. At the 
present time applicant owns and 
operates five dump trucks varying in 
capacity from so-called 4-yard rigs 
to trucks with 8-yard carrying capac- 
ity. Three of his pieces are 8-yard 
trucks, one is a 6-yard Kenworth 
truck, and the other is a 4-yard GMC. 

In July, 1942, Applicant applied 
for and received a common carrier 
permit authorizing transportation of 
heavy machinery consisting of con- 
tractor’s equipment only (local cart- 
age) in the city of Seattle and in the 
state of Washington, excluding local 
cartage in the cities of Tacoma and 
Spokane. Applicant listed two of his 
8-yard trucks with the Department for 
operation under these permit rights. 
Applicant has done very little, if any, 
common carrier hauling of contrac- 
tors’ equipment under his permit. 

Some time ago Applicant put two 
of his large 8-yard dump trucks at 
work in connection with the construc- 
tion by the Bay Construction Com- 
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This 


pany of Pier 41 in Seattle. 
equipment was not operated under 
any lease agreement between Applicant 
and the Bay Construction Company, 
but was operated in the same manner 
as were the trucks of other common 
carriers hired by the Bay Company. 
After being contacted by the Depart- 
ment’s field agents for operating on 
the Seattle project without common 
carrier permit rights, Applicant ap- 
plied for and received a temporary 
permit to operate on that particular 
job. Applicant subsequently filed the 
instant application for permanent 
common carrier permit rights. Due 
to the discontinuance of work on the 
Pier 41 job, Applicant is not now 
operating under his temporary permit 
authority. 

Applicant’s equipment is in first- 
class mechanical condition and is suit- 
able for the type of operation pro- 
posed. The financial statement of the 
Applicant, which was submitted as an 
exhibit at the hearing, covered the 
property and other assets of the 
L. Romano Engineering Company. 
From this evidence the Department 
finds that the Applicant is financially 
able and properly and adequately 
equipped to perform the transporta- 
tion service applied for. There is-no 
evidence that Applicant has ever been 
in violation of the laws of the state 
or the rules and regulations govern- 
ing motor freight carriers except for 
his few days of operation on the Pier 
41 without permit rights. Because 
of the emergency nature of this work, 
Applicant’s operations for such a 
short period without permit rights 
should not bar consideration and dis- 
position of his application on its 
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merits. Neither is there any evidence 
to show that the granting of the in- 
stant application would congest the 
highways. 

The sole question involved in this 
particular application is whether per- 
manent common carrier rights should 
be granted to an applicant who con- 
ducts other transportation service in 
the capacity of a private carrier. The 
Applicant’s son, Louis Romano, who 
testified as a witness in Applicant’s 
behalf, stated that the reason for mak- 
ing the instant application was to en- 
able the Applicant to use his equip- 
ment in a for-hire capacity when it 
was not needed in connection with 
his other business activities. While 
Applicant has only two pieces of 
equipment listed with the Department 
for common carrier operation, it ap- 
pears from the testimony of Louis 
Romano that all equipment would be 
used as and when it was available for 
other than private carrier operations. 
So far as can be ascertained, none of 
Applicant’s equipment would be set 
aside specifically for conducting the 
proposed common carrier operation. 
Most of Applicant’s time and atten- 
tion is devoted to his contracting and 
construction business and the private 
carrier service in connection there- 
with, and any common carrier opera- 
tions carried on by him would be 
largely incidental in nature consisting 
chiefly of what the Applicant could 
handle without interference with his 
regular business interests. Applicant’s 
son stated that equipment would not 
be withdrawn from the company’s 
own construction work to perform 
common carrier service and that his 
trucks would be available on a for- 


hire basis only when not required for 
private use. 

In its Order M. V. No. 40685 of 
May 22, 1944, the Department re- 
cently had occasion to consider an ap- 
plication by a private carrier for com- 
mon carrier rights. In denying that 
application the Department stated, 
among other things: “It is thus ap- 
parent that the Applicant desires to 
engage as a common carrier only on 
such movements and at such times 
and periods as will suit his convenience 
and which will not interfere with the 
operation of his truck for his own 
purposes as a private carrier. Dur- 
ing such periods as his truck was used 
in his private hauling, he would have 
no equipment with which to serve the 
public and so would not be adequately 
equipped or capable of conducting a 
common carrier service. It is ap- 
parent, and we find, that such opera- 
tion is not in the interests of the ship- 
ping public. It is not in the inter- 
ests of the shipping public to give 
private carriers the right to, when- 
ever they so desire, take loads away 
from common carriers who are en- 
gaged in common carrier transporta- 
tion as their principal business, and 
who at all times hold themselves out 
to give a common carrier transporta- 
tion service to the shipping public.” 
In its Order M. V. No. 39798 of 
November 15, 1943, the Department 
similarly disposed of an application 
by a lumber company for common 
carrier rights on the ground that to 
authorize the Applicant therein to 
operate in a dual capacity both as a 
common and private carrier would 
give it an unfair advantage and enable 
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it to compete on better than even terms 
with other common carriers. 


Notwithstanding a recognized dis- 
similarity between the nature of dump 
truck operations and the operations 
of carriers of general commodities 
over fixed or irregular routes, the 
principles followed by the Department 
in the foregoing orders are equally 
applicable here. So long as dump 
truck operators are classified by the 
Department as common carriers and 
subject to the same rules and regula- 
tions as carriers of general commodi- 
ties there cannot be any distinction 
made between such carriers in their 
treatment under rules and regulations 
made applicable to common carriers 
generally. To grant Applicant per- 
manent rights to engage in dump 
truck operations as a common carrier 
would be contrary to the principles 
heretofore discussed and would re- 
pose in Applicant a decided advantage 
over other common carriers who de- 
vote all of their time and equipment 
to dump truck operations in response 
to the needs and requirements of the 
general public. 
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Notwithstanding the foregoing, the 
Department recognizes a need during 
the present emergency for the fullest 
possible utilization of all available 
motor truck equipment. Applicant’s 
equipment is of the type particularly 
in demand at this time by contractors 
on government jobs because of its 
large carrying capacity. In order 
that such equipment can be made avail- 
able to such contractors, the Depart- 
ment is of the opinion that the in- 
stant application should be granted 
if the requested operating authority 
is limited to the period covered by 
the present war and six months there- 
after. We feel that to grant the ap- 
plication as so modified would be in 
the interests of the shipping public 
at this time to whatever extent ap- 
plicant’s equipment might be avail- 
able for use in common carrier serv- 
ice; and that in view of the continu- 
ing demand generally for dump truck 
equipment the granting of the rights 
sought on a temporary basis will not 
unduly jeopardize the operations of 
other authorized common carrier 
dump truck operators serving the area 
in question. 





MICHIGAN PUBLIC SERVICE COMMISSION 


Harry J. Woodward 


Vv. 
Pere Marquette Railway Company 
D-3409-2 
July 5, 1944 


SS. seeking to require railway company to furnish 
uniforms for railroad trainmen; complaint dismissed. 
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Railroads, § 18 — Jurisdiction of Commission — Uniforms for train crew — Bur- 


den of cost. 


The Commission is without power or authority to require railway companies 
to furnish, without cost, uniforms to employees whose duties relate to the 
immediate transportation of passengers or their baggage. 


By the Commission: Harry J. 
Woodward asks that this Commission, 
without any expense to him, require 
the Pere Marquette Railway Com- 
pany to provide him with a uniform. 
This request is contained in his com- 
plaint, filed June 5, 1944. The com- 
plaint is based upon § 18, Art IV 
of Act 198 of the Acts of 1873, as 
amended by Act 207 of the Acts of 
1879, which is as follows: 

“Every railroad corporation shall 
provide a uniform, hat or cap, and dis- 
tinguishing badge, to be worn by all 
of its employees whose duties relate 
to the immediate transportation of 
passengers or their baggage. A cor- 
poration, neglecting to furnish and 
provide such uniform, hat or cap, and 
badges, shall forfeit $100 for each 
week such neglect shall continue; and 
if any employee for whom such uni- 
form, hat or cap, and badge is pro- 
vided shall neglect when on duty to 
wear the same, the corporation em- 
ploying him, shall for each case of 
such neglect, forfeit the sum of $5; 
and said corporation may retain the 
same out of wages of the employee 
so offending; no employee unless 
wearing his uniform, hat or cap, and 
badge shall be permitted to exercise 
any authority, or perform any of the 
duties of his office. The provisions 
of this section shall not apply to en- 
gineers and firemen.” 

After being duly noticed, the com- 
plaint came on for hearing the 22nd 
day of June, 1944, and the testimony 


¥ 


of the complainant and his witness 
was heard. The evidence establishes 
the following facts: 

Harry J. Woodward now is, and 
for a number of years has been, a 
conductor in freight service for the 
Pere Marquette Railway Company. 
In 1925, 1926, and part of 1927, he 
was a conductor in passenger service 
for the railway company. During 
this time the railway company supplied 
him with a badge, buttons and serv- 
ice insignia, and he, at his own ex- 
pense, supplied the uniform which he 
purchased from a Chicago firm deal- 
ing in uniforms for railroad em- 
ployees. 

On May 1, 1944, the following let- 
ter was written and delivered to 
Woodward by M. Mieras, trainmaster 
of the railway company: 

“On May 10th and December 3, 
1943, you were notified by letter in 
line with your seniority standing, to 
qualify for passenger service as re- 
quired under the terms of your work- 
ing agreement. 

“Inasmuch as you failed to do so 
subsequent to my letter of May 10th, 
due to the fact you were in work 
train service for a period of time 
which prevented you from doing so, 
you were on December 3rd given an 
additional thirty days in which to do 
so. You advised me under date of 
December 31st you had no uniform. 
This statement under the terms of 
your working agreement could not be 
accepted to relieve you from protect- 
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ing your passenger seniority rights 
and you were, therefore, notified on 
April 12, 1944 that you had had suf- 
ficient time to qualify and would be 
expected to do so when called upon 
in line with your seniority standing 
on the list, or forfeit them. 

“On April 22, 1944, in line with 
your seniority standing, you stood to 
protect train No. 6 that date as help- 
er-conductor and when called to fill 
the job, you advised you had no uni- 
form and furthermore, did not intend 
to get one. 

“Your decision leaves no other 
course open but to inform you that 
for your failure to qualify and pro- 
tect train No. 6 on the above-men- 
tioned date, you have forfeited your 
passenger conductor’s seniority rights 
and henceforth, you will be confined 
to freight service.” 

No claim is made of any disqualifi- 
cation other than the failure of Wood- 
ward to obtain, at his own expense, a 
uniform. He offered to work, at- 
tired in a clean suit of overall, which 
offer was refused. 

Woodward’s complaint contains the 
following requests: 

“(a) That your Commission en- 
tertain jurisdiction of this complaint 
and require the said Pere Marquette 
Railroad Company to provide him 
with a uniform as required by § 11186 
of the Compiled Laws of 1929 of the 
state of Michigan. 

“(b) That said Pere Marquette 
Railway Company be required by an 
order of this Commission to furnish 
uniforms to all of its employees whose 
duties relate to the immediate trans- 
portation of passengers or their bag- 
gage. 

“(c) That if the said Pere Mar- 
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quette Railroad refuses or fails to 
comply with such order that proceed- 
ings be instituted to enforce the for- 
feiture as provided for in said sec- 
tion.” 

We are of the opinion that this 
Commission is without power to grant 
the relief here sought. Because of 
this conclusion, we believe it desirable 
to state the following facts: 

Edward R. Carter is chairman and 
state representative of the Michigan 
State Legislative Board. As such, for 
a number of years he has been active 
in an attempt to obtain uniforms for 
trainmen and conductors without ex- 
pense to them. He was so interested 
on the 26th day of August, 1937, 
when he made a request to the Michi- 
gan Public Utilities Commission, that 
§ 11186 of the Compiled Laws of 
1929 be enforced. 

The Public Utilities Commisson re- 
quested an opinion of the Attorney 
General as to what the railroads are 
required to provide for their em- 
ployees in passenger train service. In 
his opinion, dated January 6, 1938, 
O. A. G. 1937-38 page 387, the At- 
torney General stated that the legisla- 
ture intended to compel the railroads 
to provide three articles, viz.: (1) a 
uniform, (2) a hat or cap, and (3) 
a distinguishing badge. 

The opinion indicates that a copy 
was sent by the Attorney General to 
E. R. Carter, Secretary, Brotherhood 
of Railroad Trainmen, 1018 Comfort 
Avenue, Lansing, Michigan. 

It does not appear that the Attorney 
General was asked as to what proceed- 
ings should be taken to enforce the 
obligation of the railroads. The opin- 
ion is confined to a construction of the 
language of the section. 
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Under date of January 4, 1944, the 
Michigan State Legislative Board and 
Brotherhood of Railroad Trainmen 
addressed a letter to the Attorney 
General asking that the letter be con- 
sidered as a formal complaint against 
the railroads of the state of Michigan, 
and that his office enforce the provi- 
sions of the statute. 


This request was answered Feb- 
ruary 16, 1944, 0-1877. The conclu- 
sion of that opinion is: 

“An examination of similar regula- 
tions relating to railroad companies 
leads me to believe that an action such 
as you suggest should be brought up- 
on a complaint made to the prosecut- 
ing attorney in the county where the 
principal office of the defendant com- 
pany is situated, or in any county 
traversed by a line of railroad owned 
or operated by the company com- 
plained of, with the proviso that if 
such line of road traverses the county 
of plaintiff’s residence the suit should 
be brought in such county (§ 27.641 
M. S. A.). 


“I would suggest that in the event 
your organization desires to bring 
such action you follow the procedure 
herein outlined.” 

On the 11th day of November, 
1943, by a letter upon the letterhead 
of the Michigan State Legislative 
Board, Brotherhood of Railroad 
Trainmen, Edward R. Carter made 
complaint to this Commission against 
the railroads of the state for their 
failure to supply uniforms to em- 
ployees engaged in passenger and 


baggage service. At an informal con- 
ference held upon that complaint, 
doubt was expressed as to the power 
and authority of this Commission to 
grant the relief sought, and it was 
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thought that, through an appeal, a 
dismissal order would permit a judi- 
cial determination of some of the 
questions involved ; accordingly, by an 
order, dated the 16th day of Decem- 
ber, 1943, the complaint of Edward 
R. Carter was dismissed. 

For reasons unknown to this Com- 
mission, the appeal period was allowed 
to pass and no appeal was taken nor 
any review sought of its order of De- 
cember 16, 1943. 

At the June 22nd hearing, Mr. 
Edward R. Carter entered an appear- 
ance for the Brotherhood of Railroad 
Trainmen. Although Mr. Woodward 
is a conductor in freight service for 
the Pere Marquette Railway Com- 
pany, he does not belong to the Order 
of Railroad Conductors; he does be- 
long to the Brotherhood of Railroad 
Trainmen. The Order of Railroad 
Conductors was not represented at 
the hearing. 

Since 1924, the relationship between 
the Pere Marquette Railway Company 
and its operating employees has been 
the subject of a joint working agree- 
ment between the railroad, the Broth- 
erhood of Railroad Trainmen, and 
the Order of Railroad Conductors. 
The representative of the Railroad 
Conductors, under this working agree- 
ment, consented to the forfeiture of 
Mr. Woodward’s seniority rights be- 
cause of Mr. Woodward’s failure to 
procure a uniform at his own expense. 


Counsel for Mr. Woodward in his 
argument requested that this Com- 
mission proceed under § 11057 of the 
Compiled Laws of 1929 as though 
this were an inquiry upon the Com- 
mission’s own motion. That section 
contains this provision: 

“ . . . it shall be its (the Com- 
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mission’s) duty to enforce the provi- 
sions of this act as well as all other 
laws relating to common carriers and 
report all violations thereof to the 
Attorney General.” 

If the railroads of this state are 
violating any law of this state through 
failure to provide, without costs to 
the employees, uniforms for those in 
passenger service, that fact was called 
to the attention of the Attorney Gen- 
eral on January 4, 1944, through the 
complaint of Mr. Carter, and the pro- 
cedure to be followed is set forth in 
his ruling 0-1877, dated February 16, 
1944. 

Counsel for the railroad company 
contends that there is no violation of 
any laws of this state. 

He says that § 18, Art IV of Act 
198 of 1873, as amended, does not 
expressly require that uniforms be 
furnished without costs to the men. 
That the language of the section is 
ambiguous. That the principle of ad- 
ministrative interpretation should be 
applied in any attempt to determine 
the meaning of the section. That if 
the section is construed to require that 
clothing be furnished to trainmen and 
conductors without costs to them, it is 
class legislation and unconstitutional. 

That the entire subject matter is 
now covered by Federal statutes, and 
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that it is a proper subject of exclu- 
sive Federal control and, therefore, 
the state statute has been superseded. 

That the subject is covered by the 
terms of the working agreement exist- 
ing between the railroad and its em- 
ployees. 

These and the other contentions of 
counsel for the parties present judi- 
cial questions which may properly be 
answered only by the courts; and, 
we pass them because, as we have stat- 
ed, we are of the opinion that we are 
without power or authority 

(a) to require the Pere Marquette 
Railway Company to furnish, without 
cost or expense to him, a uniform 
to Harry J. Woodward; and 

(b) to require the Pere Marquette 
Railway Company to furnish, without 
cost to any of them, uniforms to all 
of its employees whose duties relate 
to the immediate transportation of 
passengers or their baggage. 

We are of the opinion that, if we 
lack the power and authority lawfully 
to make the above orders, we are also 
without power lawfully to institute 
proceedings to enforce such orders. 

We are therefore of the opinion 
that we are without power or author- 
ity to grant any of the relief sought 
by the complaint. 





FEDERAL POWER COMMISSION 


Re Southern Ohio Public Service Company 


Opinion No. 116, Project No. 415 
August 15, 1944 


PPLICATIONS for annual licenses for power project on navi- 
gable river; applications dented and removal of structures 
ordered. 
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Water, § 18.2 —Federal power licenses — Unused project. 


Applications for annual licenses for a power project situated on lands of 
the United States along a navigable water of the United States should be 
denied when the power plant, originally operated to some extent under tem- 
porary licenses, has not been used for several years and the only purpose to 
be achieved by a license is to attempt to preserve so-called water rights at the 


project site. 


APPEARANCES: C. E. Moore, for 
the applicant; Wallace H. Walker, 
Assistant General Counsel, Willard 
W. Gatchell, Principal Attorney, and 
Joseph E. Hayden, Assistant Attor- 
ney, for the Commission. 


By the Commission: This matter 
is before the Commission on informal 
applications filed by Southern Ohio 
Public Service Company, a corpora- 
tion organized under the laws of the 
state of Ohio (hereinafter referred 
to as applicant) for annual licenses 
for a water power project, designated 
as Project No. 415-Ohio, situated 
on lands of the United States along 
the Muskingum river (a navigable 
water of the United States), only a 
few hundred feet downstream from 
United States Navigation Dam No. 
10, at the city of Zanesville, in the 
county of Muskingum, Ohio. With- 
in the power plant building, there is a 
steam electric generating plant as well 
as a hydroelectric generating plant. 

A Federal Power Commission li- 
cense for the project was originally 
issued on December 30, 1925, for a 
period ending May 1, 1930. The li- 
cense was issued for the purpose of 
operating and maintaining the project 
works described in the license neces- 
sary or convenient for the develop- 
ment and improvement of navigation 
and for the development, transmission, 
and utilization of power across, along, 
from, or in the Muskingum river. 


Upon termination ot that license the 
Commission issued nine annual li- 
censes, the last one expiring May 1, 
1939. On March 31, 1939, applicant 
filed an informal application for an 
annual license for the period ending 
May, 1940, and on April 27, 1940, 
it filed another informal application 
for annual license for the period to 
May, 1941. In order to determine 
the physical condition of the project 
works and whether there had been 
actual compliance of the applicant with 
the terms of the original license, the 
annual licenses, and the provisions of 
the act, a hearing was held, after 
which briefs were filed by the appli- 
cant and by counsel for the Commis- 
sion. 


History of the Development 

The Muskingum river has been im- 
proved for navigation by construc- 
tion of Dam No. 10 at Zanesville, 
Ohio, and a canal leading a mile or 
so downstream therefrom between 
Zane island and the mainland. In 
addition to the plant of applicant, two 
other power developments have been 
located on this canal, one by the 
Muskingum Coffin Company and the 
other by the Hook-Aston Milling Com- 
pany. Disposition of the pending case 
is not affected by the latter two proj- 
ects. 

The navigation improvement of the 
Muskingum river is not satisfactory 
and plans have been studied for many 
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years for further improvement on 
more comprehensive lines. Until 
final plans are drawn, submitted to, 
and authorized by Congress, it can- 
not be known what changes if any will 
be made at Dam No. 10 or in the 
canal from which Project No. 415 
formerly took water for its operation. 
This uncertainty over the navigation 
improvements was present at the time 
the license was originally issued and 
has been reflected since then in un- 
certainty in the power development. 
Until plans for navigation improve- 
ment are finally approved by Congress, 
the power developers cannot know 
what expenditures would be justified 
for the utilization of water power 
created by the navigation works. 

The original license issued to appli- 
cant by the Commission expiring May 
1, 1930, was coterminus with certain 
leases which had been issued by the 
United States to applicant’s predeces- 
sors in interest for power development 
at Dam No. 10. . It was definitely 
understood by the applicant and by 
the Commission that the license was 
to be a temporary license suitable for 
conditions at that time—a more com- 
prehensive development of the Mus- 
kingum river at some future date being 
contemplated. The original license 
created no vested rights in applicant 
and any other rights thereunder ex- 
pired on May 1, 1930. It was like- 
wise made clear to the applicant that 
the annual licenses subsequently is- 
sued were temporary licenses upon the 
same conditions as the original license, 
that they created no vested rights in 
applicant, and that all other rights 
thereunder expired when the term of 
each such license ended. 

At the time the license for Project 
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No. 415 was originally issued in 1925, 
the hydroelectric generating plant was 
not in the best of condition and con- 
tinued to deteriorate as the years 
passed. A steam electric generating 
plant was located in the same build- 
ing as the hydro plant, but in 1930 
operation of the steam plant was dis- 
continued. Operation of the hydro- 
electric plant was entirely discontinued 
in May, 1934. The building itself 
is in need of repair before it can be 
used again, although the testimony 
differs as to the exact extent of the 
repairs necessary. At the time the 
original license was issued one of the 
five water wheels at the hydro plant 
was out of operation, and within about 
a year two other water wheels were 
completely out of service. From then 
on, until the operation of the plant 
was wholly discontinued in 1934, the 
generators were actually run by only 
one water wheel. 

While the hydro plant is not in 
operating condition and could not be 
placed in operating condition without 
practically complete rehabilitation, 
even witnesses for the applicant were 
undecided as to what course they 
would recommend with respect to its 
reconstruction. At no time has the 
applicant indicated its desire or in- 
tention either to place the hydro plant 
in presently operating condition or to 
operate it again pending further navi- 
gation improvement of the river. 
Even with the pressure of the war 
emergency, the applicant has not re- 
sorted to this project as a source of 
power. 

The only purpose to be achieved by 
applicant in securing a license for this 
unused project is to attempt to pre- 
serve so-called water rights at the 
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project site. We have previously held 
that monopolization of rights of prior- 
ity to a water-power site on a naviga- 
ble water of the United States is not 
in harmony with the intent of the 
Federal Power Act.’ If the applicant 
had any water rights, they were for a 
limited term and arose solely under 
grants by the United States, not by 
reason of any “vesting” of rights 
through occupancy of these lands. 
Actually the applicant has not used 
any water for ten years for the develop- 
ment of electric energy at the site of 
Project No. 415. 

Under all of these circumtsances 
applicant has not shown that it is en- 
titled to any license, annual or other- 
wise, particularly where it is not seek- 
ing authority for actual operation and 
maintenance of any project works for 
the development of power. 


Disposition of Remaining Project 

W orks 

There remains one more matter to 
consider, the disposition of the project 
structure still remaining on lands of 
the United States. It is believed 
that such disposition should be made 
which will be fair and reasonable un- 
der the circumstances. As _ stated 
above, and as applicant admitted, the 
project works were not in a good state 
of repair when the license was issued, 
no major additions to the plant hav- 





1 Re Gasconade River Power Co. (1937) 1 
Fed PC 424; see also Re Empire Dist. Elec- 
tric Co. (1935) 1 Fed PC 212. 
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ing been made subsequent to 1913. 
We believe that the ends of justice 
will be fully served by placing the ap- 
plicant in status quo with respect to 
its rights in the project property. 
There is no evidence that any addi- 
tions, either major or minor, were 
made subsequent to the date of issu- 
ance of the original license. There- 
fore, applicant made no investment 
in the project property as a conse- 
quence of or in reliance upon the li- 
cense as issued. 

The leases issued by the United 
States, under which the project struc- 
tures were constructed, provided for 
removal within sixty days from the ex- 
piration of the leases of all the build- 
ings and machinery located on lands 
of the United States and restoration 
of such lands—as nearly as prac- 
ticable—to their original conditions. 
Under war conditions, however, it is 
believed equitable that applicant should 
be allowed 120 days from the date of 
its receipt of the order herewith to re- 
move all buildings and machinery be- 
longing to it, and be required to re- 
store the lands of the United States 
as nearly as possible to their original 
condition. 





Conclusion 

For the foregoing reasons, the ap- 
plications of Southern Ohio Public 
Service Company for annual licenses 
should be denied. An appropriate 
order will be entered in conformity 
with this opinion. 
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Kuhlman power transformers and Detroit Rocking Electric 
furnaces, both products of the Kuhlman Electric Co., are a 
great team for speeding up foundry production in war as 
well as in peace. The five OISC transformers shown here 
are on their way to an important production job. Each is 
rated 250 KVA, 2500 Secondary Amperes and 6900/13,800 
—100 volts, single phase, 60 cycle with external tap chang- 
ers for adjusting both primary voltage and ‘reactance. 
Tésted and proven for over 25 years, there. are more 
than a thousand Detroit Electric Furnace installations oper- 
ating today throughout the world. Fast, versatile, flexible 
and efficient, Detroit furnaces are available in capacities 
from 10 to 8000 Ibs. molten metal capacity for melting 
both ferrous and non-ferrous metals and alloys. They im- 
prove castings quality, save labor, save floor space and 
permit the use of salvage materials: Write for complete 
facts regarding present day and post-war applications. 





KURLMAN Transformers and DETROIT Rocking 
Electric Furnaces Speed Foundry Production 








Locator, Detector, and Pipe 
Finder Available 


HE Joseph G. Pollard Co., Inc., 142 Ash- 

land Place, Brooklyn 1, New York, an- 
nounces the availability of three devices use- 
ful in maintenance of service, repair, and con- 
struction work. They are the M-Scope elec- 
tronic box locator, the M-Scope leak detector, 
and the M-Scope pipe finder. 

The M-Scope electronic box locator may be 
used for the location of such buried metal ob- 
jects as curb boxes, meter boxes, drip boxes 
metal obstructions, manhole covers, sewer 
cleanouts, or other similar metal objects. 

The M-Scope leak detector is a device which 
locates the spot directly above the leak. It is 
claimed this instrument works in any kind of 
ground regardless of its structure, at any time, 
in all seasons and climates. 

For locating and tracing buried pipes and 
cables, their courses, ends, lead-offs, connec- 
tions, etc., the Pollard Company offers the M- 
Scope pipe and cable finder. This finder con- 
sists of a specially designed radio transmitter 
and receiver, earphones and conductive wire 
with clip connections. There is an increase of 
intensity of the sound transmitted when a 
metal object is interposed between the two 
units. The intensity of the sound wave trans- 
mitted, and the codrdinated meter reading pro- 
vide the means of accurately locating and 
tracing the buried metal object. 


Anticorrosion Booklet Ready 


TACEY Bros., a gas construction company of 

Cincinnati, Ohio, announces the publica- 
tion of a 16-page bulletin presenting facts and 
detailed information on the development of 
corrosion—and how to combat it—in gas 
holders. 

A few of the topics discussed in this publi- 
cation are: “Where Corrosion Usually De- 
velops,” “How to Control Corrosion in Your 
Wet Seal Gas Holders,” and “Bringing De- 
structive Corrosion to Light.” 

Copies of this bulletin, No. 1-44, may be 
obtained from the company. 








DICKE TOOL COMPANY 
DOWNERS GROVE, ILL. 
Manufacturers of 


Pole Line Construction Tools 
They’re Built for Hard Work 














Industrial Progress 


Selected information about products, supplies and 
services offered by manufacturers. Also announce- 
ments of new literature and changes in personnel. 
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Promotions Announced 


T. ARDEN,, president of the Grayson 
e Heat Control, Ltd., Lynwood, Califor- 
nia, announces the following promotions in 
the company’s sales staff. J. E. O'Hagan has 
been promoted to vice president and factory 
manager, Hal Singleton has been promoted to 
sales manager, and J. H. Lewis is now as- 
sistant sales manager. 


Fibre Conduit Catalog Out 


HE Fibre Conduit Company, of Orange- 
burg, New York, has issued a new catalog 
on Orangeburg conduit. Consisting of 20 
pages, the catalog contains a great deal of 
information and gives complete data and speci- 
fications on Orangeburg standard conduit for 
installation with concrete encasement, and 
Orangeburg nocrete conduit for installation 
without concrete encasement. 
Orangeburg conduit, according to the manu- 
facturer, has been used for more than fifty 
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JOHN DAVEY 


Founder of Tree Surgery 


Guarding Good Will 


Good public relations aren't acci- 
dental. Davey men can help with 
trained workers who are tactful, in- 
telligent and anxious to please. Davey 
men build and maintain good will 
for you. Try Davey Service. 














Tree interference may aid the Axis 










OAVEY TREE EXPERT CO. KENT, OHIO 


DAVEY TREE SERVICE 
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Why dig through a 
PILE 
of Catalogs? 


Find the 
Fitting 
you need, 





























quickly— 
in the COMPLETE line 


If you have a Penn-Union Catalog, you 
can instantly find practically every good 
type of conductor fitting. These few 
can only suggest the variety: 


Universal Clamps to take a 
large range of conductor sizes; 
with 1, 2, 3, 4 or more bolts. 





L-M Elbows, with compression units 
giving a dependable grip on both con- 
ductors. Also Straight Connectors and 
Tees with same con- 
tact units. 





Bus Bar Clamps for installa- 
tion without drilling bus. Single 
and multiple. Also bus sup- 
ports—various types. 





Clamp Type Straight Connectors 
and Reducers, Elbows, Tees, Ter- 





minals, Stud Connectors, etc. 






Jack-Knife connectors for simple 
and easy disconnection of mo- 
tor leads, etc. Spring action— 
self locking. 


. Vi-Tite Terminals for quick 
installation and easy taping. 
Also sleeve type _ terminals, 
screw type, shrink fit, etc. etc. 








Splicing Sleeves, Figure 8 and Oval, seamless tub- 
ing—also split tinned sleeves. High conductivity 
copper; close dimensions, 

Preferred by the largest utilities and 
electrical manufacturers—because they 
have found that “Penn-Union” on a fit- 
ting is their best guarantee of Dependa- 
bility. Write for Catalog. 


PENN-UNION ELECTRIC CORPORATION 
ERIE, PA. Sold by Leading Jobbers 





PENN-UNION 


On © 2. 5 Ok SE Om @ ok ® | FITITInGs 
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years for housing electric cables installed un- 
derground. Made of cellulose fibre vacuum 
impregnated with coal-tar pitch, Orangeburg 
ducts, it is claimed, do not corrode and pro- 
vide complete and lasting cable protection. 
Copies of the new catalog, No. 49, will be 
supplied on request addressed to James R. 
Connell, vice president, The Fibre Conduit 
Company, 292 Madison Avenue, New York 17. 


J. French Robinson Elected 
AGA President 


J FRENCH Rosinson, president of the East 
* Ohio Gas Company, Cleveland, Ohio, 
was elected president of the American Gas 
Association at the annual business meeting 
held in New York on October 5th. 

Mr. Robinson, who became president of the 
East Ohio Gas Company four years ago, 
formerly was president of the Peoples Nat- 
ural Gas Company of Pittsburgh, Pa., an af- 
filiated company. Both companies are now 
parts of the Consolidated Natural Gas Com- 
pany. 





“MASTER*LIGHTS" 


© Portable Battery Hand Lights. 
© Repair Car Roof Searchlights. 
© Hospital Emergency Lights. 


CARPENTER MFG. CO. 


197 Sidney St., ae meg Mass. 
**MASTER*LIGHT*MAKERS”" 











Maximum H.5 
removal per Ib. 
of Oxide! 


@ Lavino Activated Oxide is 
made specifically for maximum sulphur re- 
moval...is not just a “satisfactory” purifying 
medium merely by virtue of incidental 
properties, but is made especially for maximum 
capacity and activity, maximum trace removal 
and shock resistance. As such, we do not believe 
you will find Lavino Activated Oxide has 
any close rival — comparing cost, comparing 
performance and comparing savings 


We'll be glad to tell youall about its remarkable 
record; just write a note on your letterhead to 


E. J. Lavino and Company 


WY pnON 1528 Walnut St. 

ACTIVATED 

\ Fea yy 
cara | 4 


Philadelphia 


Penna. 
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Gates—Intake, Sluiceway and Spillway 
Hydraulic Turbines—Francis and Propeller Types 
Rack Rakes 

Trash Racks 

Valves—Pipe Line and Penstock 


NEWPORT NEWS SHIPBUILDING 
AND DRY DOCK COMPANY 


NEWPORT NEWS, VIRGINIA 
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TO YOUR 
TOUGH INSULATING 
PROBLEMS! 











miceceeenesiaars. |Sk0b7, 
Magnesia—the most widely used 
block and pipe insulation to 600° F. 
and, in combination with Superex, for 
higher temperatures. Standard block 
sizes 3x18”, 6’’x36” and 12’’x36”; 
from 1” to 4” thick. 


For steam lines up to 700° F. Use 
J-M Asbesto-Sponge Felted Pipe 
Insulation for efficiency, high sal- 
vage and resistance to abuse. In 
3-ft. lengths 1” to 3” thick. 


JM 








Furnace insulation up to 2600° F. 
J-M Insulating Brick and Insulat- 
ing Fire Brick are available in 7 
types, limits from 1600° F. to 
2600° F. New Insulating Fireblok, 
now available are 5 times larger 
for speedier installation. 





Insulation to 1900° F. J-M Superex 
Blocks have high heat resistance, 
low thermal conductivity. Sizes 
3x18", 6x36” and 12x36”; 
from 1” to 4” thick. 





bis anna your insulating 
problem, there’s a Johns- 
Manville insulation that can 
solve it efficiently and at mini- 
mum cost. For, over the past 
86 years, Johns-Manville has 
pioneered in the field of indus- 
trial insulation. Today J-M 
offers a wide line of insulating 
materials, each designed for 
some specific insulation need, 
for temperatures up to 2600°. 
For example: 





J-M INSULATIONS COVER THE 
ENTIRE RANGE OF 
INDUSTRIAL TEMPERATURES 
@ 








FAHRENHEIT CENTIGRADE 
M-26 BRICK OR FIREBLOK 
StL-O-CEL SUPER BRICK S Redd 


3M-23 BRICKORFiREBLOK “>”! 


JM~20 BRICK OR FIREBLOK | 


Ratu rw: 1K 


Ms 











@oeacnvre GB oacx uvPanvexposeo 
FANRENHENT CENTIGRADE 











For more details on these mate- 
rials, and on the complete J-M 
Insulation line, write for Catalog 
GI-6A. Address: Johns-Manville, 
22 East 40th St., New York 16, 
New York. 





Johns-Manville 


INDUSTRIAL INSULATIONS 


FOR BVERY 





TEMPERATURI 
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PROFESSIONAL DIRECTORY 


© This Directory is reserved for engineers, accountants, rate experts, consultants, and 
others equipped to serve utilities in all matters relating to rate questions, appraisals, 
valuations, special reports, investigations, design, and construction. « « 





THE AMERICAN APPRAISAL GOMPANY 


INVESTIGATIONS, APPRAISALS AND STUDIES 
for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
WEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANOISCO 
and other principal cities 








DAY & ZIMMERMANN. INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


PACKARD BUILDING 








ELECTRICAL TESTING LABORATORIES, INC. 


Electrical and General Testing—Inspections—Research—Certification 


2 EAST END AVENUE AT 79th STREET, NEW YORK 21, N. Y. 
BUtterfield 8-2600 








DESIGN Si ord, Bacon & Davis, Ane. RATE CASES 


CONSTRUCTION ° APPRAISALS 
Engineers 
VALUATIONS AND REPORTS 
NEW YORK PHILADELPHIA WASHINGTON CHICAGO 








Gannett Fleming Corddry and Carpenter, Inc. 


ENGINEERS 


Harrisburg Pennsylvania 











GILBERT ASSOCIATES, Inc. 


SPECIALISTS 








ENGINEERS 
Steam, Electric, Gas, Hydro, POWER ENGINEERING SINCE 1906 Purchasing and Expediting, 
Designs and Construction, Serving Utilities and Industrials sane es 


Operating Betterments, 
Inspections and Surveys, Reading, Pa. Original Cost Accounting, 


Feed Water Treatment. Washington New York Accident Prevention. 

















(Professional Directory Continued on Next Page) 
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PROFESSIONAL DIRECTORY (continued) 





FREDERIC R. HARRIS, INC. 


Engineers Constructors Management 
Reports Appraisals Valuations 
NEW YORK 
Knoxville San Francisco Houston 








LOEB AND EAMES 
Public Utility Engineers and Operators 
Ice and Refrigeration 


Valuations, investigation reports, design and supervision of construction 


57 WILLIAM STREET NEW YORK 








J. H. MANNING & COMPANY 


120 Broadway, New York 


ENGINEERS 
Business Studies Purchase—Sales Valuations 
New Projects Management Reorganizatiens 
Consulting Engineering Mergers 


Public Utility Affairs including Integration 








PUBLIC UTILITY ENGINEERING & SERVICE 
CORPORATION 
CONSULTING ENGINEERS 


DESIGN OPERATIONS 
STEAM — HYDRAULIC — GAS 


231 S. LA SALLE ST., CHICAGO (4), ILL. 








SANDERSON & PORTER 
ENGINEERS AND CONSTRUCTORS 
Design and Construction of Industrials 
and Public Utilities. 
Reports and Appraisals in Connection 


With Management Problems, Financing, Reorganization. 
Chicago New York San Francisco 











Sargent & Lundy 
ENGINEERS 
Steam and Electrie Plants 
Utilities—Industrials 
Studies—Reports—Design—Supervision 
Chicago 











STONE & WEBSTER ENGINEERING CORPORATION 


DESIGN AND CONSTRUCTION 
REPORTS * CONSULTING ENGINEERING ° APPRAISALS 


BOSTON «© NEWYORK ¢ CHICAGO «© HOUSTON « PITTSBURGH 
SAN FRANCISCO ¢ LOS ANGELES 
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The J.G. WHITE ENGINEERING CORPORATION 


ENGINEERS AND CONSTRUCTORS 
80 BROAD STREET NEW YORK 4, N. Y. 











Albright & Friel Inc. JENSEN, BOWEN & FARRELL 


Consulting Engineers Engineers 


Investigations, Valuations, and Reports Ann Arbor, Michigan 
Design and Supervision of Construction Appraisals - Investigations - Reports 


1520 Lecust Street Phila., Penna. rate inquiries, “Gepecstation, fixed capital 
reclassification, original cost, security issues. 














BARKER & WHEELER, ENGINEERS A. S. SCHULMAN ELEctTric Co. 











DESIGNS AND CONSTRUCTION — OPERATING Contractors 
BETTERMENTS — COMPLETE OFFICE SYSTEMS — 
MANAGEMENT — APPRAISALS — RATES ne Se eee Duce 
11 PARK PLACE, NEW YORK CITY CoMMERCIAL INSTALLATIONS 
36 STATA STRESS, ALBANY, Wt. VY. 537 SoutH Dearsorn St. Cricaco 
BLACK & VEATCH Mark WOLFF 
CONSULTING ENGINEERS Public Utility Consultant 
Appraisals, investigations and _ re- 
ports, design and supervision of con- 261 Broapway, NEw York, N. Y. 


struction of Public Utility Properties 


Representing the Public Exclusively 
4706 BROADWAY KANSAS CITY, MO. 


Since 1914. 








EARL L. CARTER J. W. WOPAT 
Consulting Engineer Consulting Engineer 
REGISTERED IN INDIANA, NEW YORK, OHIO. 


Construction Supervision 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY Appraisals—Financial 
Public Utility Valuations, Reports and Rate Investigations 
Original Cost Studies. 


910 Electric Building Indianapolis, Ind. 1510 Lincoln Bank Tower Fort Wayne, Indiana 








W. C. GILMAN & COMPANY 


ENGINEERS Representation in this Professional Direc- 
and ; ‘ 
FINANCIAL CONSULTANTS tory may be obtained at very reasonable 
6 tee Gibek New York rates. Kindly address inquiries to: 








Vv PARTMENT 
JACKSON & MORELAND ADVERTISING DEPA 


ENGINEERS Public Utilities Fortnightly 
PUBLIC UTILITIES—INDUSTRIALS 1038 Munsey Building 
RAILROAD ELECTRIFICATION 
SEL ee eee eS Washington 4, D.C. 
BOSTON NEW YORK 
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The Fortnightly lists below the advertisers in this issue for ready ie 
ence. Their products and services cover a wide range of utility needs. 
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Addressograph-Multigraph Corp. ......... 

Albright & Friel Inc., Engineers ... 

Aluminum Co. of America Inside Front Cover 
American Appraisal Company, The 
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*Babcock & Wilcox Co., The 
Barber Gas Burner Company, The 
Barker & Wheeler, Engineers 

Black & Veatch, Consulting Engineers .. 
*Blaw-Knox Division of Blaw-Knox Co, 
*Brown, L. L., Paper Co. 
Burroughs Adding Machine Co. ............................ 13 
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Carpenter Manufacturing Company 

Carter, Earl L., Consulting Engineer 
Cleveland Trencher Co., The 

Combustion Engineering Company, Ine. ........ 
*Commercial Controls Corporation 
*Consolidated Steel Corp., Ltd. ........ 
*Coxhead, Ralph C., Corporation ... 
Crescent Insulated Wire & Cable Co., Inc. 
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*Davey Compressor Company 
Davey Tree Expert Company 
Day & Zimmermann, Inc., Engineers .................... 37 
Dicke Tool Company 
*Diebold, Incorporated 
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Egry Register Company, The 

Electric Storage Battery Company, The 
Electrical Testing Laboratories, Ine. .................. 37 
Elliott Company 32 
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Ford, Bacon & Davis, Inc., Engineers 
Foster Wheeler Corporation 
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Engineers 
General Electric Company 
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Hoosier Engineering Company 
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Jensen, Bowen & Farrell, Engineers .... 
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Kinnear Manufacturing Company, The 
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Lavino, E. J., and Company 
Loeb and Eames, Engineers 
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*Main, Chas. T., Inc. 
Manning, J. H., & Company, Engineers 
*Marmon-Herrington Co., Inc. 

Merco Nordstrom Valve Company .... 
Mercoid Corporation, The 
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Neptune Meter Company Inside Back Cover 
Newport News Shipbuilding & Dry Dock Co..... 35 
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*Pennsylvania Transformer Company 
Penn-Union Electric Corporation .... 34 
Pittsburgh Equitable Meter Company sone 


Public Utility Engineering & Service Corpora- 3 
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Railway & Industrial Engineering Company .... 15 
Recording & Statistical Corp. .........-............--:000- 

Remington Rand Inc. 
Ridge Tool C pany, The 
Riley Stoker Corporation 
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Sanderson & Porter, Engineers ...................:.....000 38 
Sangamo Electric Company 

Sargent & Lundy, Engineers 

Schulman, A. §8., Electric Co., Contractors 

Stone & Webster Engineering Corporation 
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Vulcan Soot Blower Corp. 
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*Welsbach Engineering and Management 
Corporation 
White, J. G., Engineering Corporation, The 
Wolff, Mark, Public Utility Consultant .... 
Wopat, J. W., Consulting Engineer 
37-39 




















Clamping Wheel 

. Water Inlet Valve 
. Tray for Unused 

Fittings 

Flow Regulating 

Valves 
. Adj. Supporting 

Platform (inside) 
. Support Table 

Adjusting Wheels 
. Special Inlet and 

Outlet Fittings 
. Crossarms with 

Bushings 
. tubricated Plug 

Volves 
. Colibroted Flow 

Indicator 
+ Gloss Cleaner : = : : 
. Calibration Markers 

. Halfway Morkers NEPTUNE No. 18B TEST BENCH 


auge Glasses 


. Ge 
. Plumb Bobs T F 
Quick Acting Tonk e 
Volves 


EPTUNE Test Benches have been brought well 
within the means of any Water Department. 
The bench, the tanks, the rate of flow indicator and 


the controls have been made of the highest quality 





| Features of | 


materials available, and yet have been kept simple 
and inexpensive in design. Everything for easy, 
accurate and rapid testing of meters has been in- 


corporated. 


Now taethenie | © Their value is proved by the results obtained by the 
5 = Wambo 1 oreat number already placed in service. 


ee ACCURACY - 
= tet satel A SIZE FOR EVERY REQUIREMENT 
== Of measured quantity 5 TABLE SHOWING NUMBER OF BENCH WITH SIZE AND NUMBER 
wel register readings OF METERS FOR WHICH TEST FITTINGS ARE PROVIDED 
PER Site Bench Capacity of Bench in number of Meters 
3 ee 4 weg bcin %x% % %x1 
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NEPTUNE METER COMPANY © 50 West 50th Street » New York 20, N.Y. 
Branch Offices in CHICAGO. SAN FRANCISCO. LOS ANGELES, PORTLAND. ORE 
DENVER. DALLAS. KANSAS CITY. LOUISVILLE. ATLANTA, BOSTON. 

Neptune Meters, Ltd.. Long Branch. Opt., Canada 
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OPERATE YOUR DOORS FROM 


A 


Pa 


The rugged Kin- 
near Motor 
Operator Does 
ihe Work! 


* n : % 


You ean speed up traffic, step up efficiency, and boost savings in 
laborstime in your plant with doors that can be opened ‘from any 
number of convenient points! And Kinnear Rolling Doors have 
many Other advantages. They open upward, saving valuable 
floor, wall and ceiling. space, and staying out of reach of:\damage, 
Their rugged, all-steel, interlock- 

ing-slat coristruction has proved its 

remarkably long life and low main- FINGER-TIP. CONTROL! 
tenance ——and\ it gives you extra 

protection’ against.fire, intrusion, 

sabotage, wind, weather and acci- 

dental. damage. Built\any size, to 

meet any service door requirement 

in old or new buildings. Write ‘for... 

details. or recommendations. Send: 

for Catalog! 


FOR*MANY WARTIME: NEEDS, 

Kinnear WOOD Rolling Doors, with 

motor:or manual-control, are available. 

These time-proved ‘doors, save vital 

war metals!. Write for details. . The: 
_ Kinnear. Mfg. Co., 2060-80 Fields Ave., 
"Columbus 16, Ohio. 


SAVING WAYS 
IN DOORWAYS 
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